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Ready and able 
wherever you go... 


Now, wherever you go, typical Burroughs accu- 
racy and dependability are at your finger tips 
with the new Burroughs TEN KE Y—ts help 
you in your various figuring problems—adding, 
subtrac ting, multiplying. 

You'll like such Burroughs TEN KEY features 
as the new slanted ke yboard, its clear visibility, 
and speedy indexing. There’s new operating ease, 
too, that’s whisper- quiet. You get your work 
done in much less time. Then, in a jiffy, the new 
Burroughs TEN KEY slips into its carrying 
case * ready to move on to the next job, pe rform- 
ing vital services in all your accounting work. 
Step out with the new portable Burroughs TEN 
KEY adding machine. Your nearest Burroughs 
branch office will arrange a demonstration at 
your request; or write direc ‘ct to Burroughs Adding 
Machine of Canada, Limited, W indsor, Ontario. 
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FOUR NEW “LIFE MEMBERS” SURROUND TWO OLD HANDS AT THE GAME 


Standing are G. E. F. Smith, P. H. B. Dawson, H. C. Anderson, and H. P. L. Hillman 
on whom the Ontario Institute conferred life memberships on March 11. Seated are 


Edmond Gunn and Col. H. D. L. Gordon, already life members. S. H. Over and R. W. 


Johnson, also honoured, could not be present. 


The Institute of Chartered Account- 
ants of Ontario, at its 72nd anniversary: 
dinner in Toronto on March 11, present- 
ed life memberships to six chartered ae 
countants. 

Youngest of the group is Hugh C. An- 
derson who was admitted to the Insti- 
tute in 1905 at the age of 21. He is a 
former principal of Welch, Anderson & 
Co. in Toronto. In 1951 he became a 
partner in George A. Touche & Co. 

Retiring from a very active practice 
in Fort William in the 1940's, Perey 
H. B. Dawson (admitted 1899) is now a 
resident of Oak Bay, B.C. He recently 
established the Dawson Foundation, a 
fund which aids deserving students from 
the Lakehead. 

Hobart P. L. Hillman passed the final 
examination of the Institute in 1904. Af- 
ter a short period in public practice he 
joined the Toronto Hydro-Electric Sys- 


tem and served as its comptroller for 29 


years. He retired from the Hydro in 
1942 and continues to live in Toronto. 

Throughout his professional life, 
George E. F. Smith (1904) has been a 
principal and is still active today in the 
firm of Smith, Metherell, Jackson and 
Webb. He says he works a 54-hour 
week. 

First in the intermediate and first in 
the final e\amination is the record of 
Robert W. Johnson, admitted in 1904 
After graduation Mr. Johnson went to 


St. Thomas and practised until he re- 
tired in 1953. 

After qualifying for membership in 
1900, Spencer H. Over moved to the 
United States in 1901 and shortly after 
founded the firm of Over, Ormiston & Co. 
in Providence, R.I. He is a past presi- 
dent of the Rhode Island C.P.A. Society 
and the founder of the British Empire 
Club in Providence. In 1951 he was 
awarded the O.B.E. for his services to 
the British cause. 
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About Our Contributors 


C. K. MACGILLIVRAY, F.C.A. 

Why should an experienced auditor 
make a good consultant on office pro- 
planning, and 
general managerial policies? Mr. C. 
K. MacGillivray in his article “An Evalu- 


ation of the Auditor” gives his reasons, 


cedures, organizational 


stating that the experienced auditor ts 


familiar with his client’s business and 
its personnel, knows many of its secrets, 
and is usually handy for conferences. 
The article was prepared with a view to 
its being shown to clients by auditors as 
an indication of the other services which 
they can perform besides auditing or 
MacGilli- 
vray, F.C.A., a partner of Chagnon and 
MacGillivray in Hamilton, is a member 
of the Council of the Ontario Institute 
and the Public Accountants Council for 


the Province of Ontario. 


HUGH H. ADAIR, C.A. 


We Canadians are proud of our 


filling out tax returns. Mr. 


forest industry and rightly so. Writers 
enthuse over the enormous size, high 
production, huge exports and great 
value of this industry in relation to 


The 


intricate organism and _ its operations 


Canada’s economy. forest is an 
vary not only from Province to Prov- 
ince but from camp to camp. 

Hugh 
for the British Columbia Logging Indus- 


Adair’s article, ‘Accounting 


try’, is based on many years of as- 
sociation with the forest industries of 
British Columbia. One of 
experiences was assisting in putting a 
logging company 
through bankruptcy proceedings in the 


depression years of the 1930's. He 


his earliest 


and sawmilling 


joined the staff of Helliwell, Maclach- 
Jan & Company in 1935 and was ad- 
mitted to partnership in 1947. From 
1947 to 1950 he was a member of the 
Accounting & Auditing Research Com- 
Canadian Institute of 


mittee of the 


Chartered Accountants. 
This 


studies in specialized fields of account- 


article is one of a series of 


ing for Canadian industries. They are 
being prepared at the request of the 
Committee on Accounting & Auditing 
Research and the committee plans to 
later in brochure 


make them available 


form. 


W. G. LEONARD, F.C.A. 
A frequent Professor 


W. G. Leonard, is Director of Profes- 


contributor, 


sional Courses at Queen’s University. 
His “The Chartered Account- 
ants Course of Instruction” will be of 


article 


particular interest to members and 


students alike. 


HOWARD I. ROSS, C.A. 


Because most corporate annual re- 
ports contain a reference to the term 
probably gets 


“working capital’, it 


more attention than any other finan- 
cial statistic except that of net profit. 
For this reason Howard I. Ross takes a 
critical look at some components of 
working capital and points out the dan- 
ger in placing too much emphasis on 


this ratio. 


Mr. Ross is a partner of P. S. Ross 
& Sons and co-chairman of The Can- 
adian Institute’s Annual Meetings Pro- 
gram Committee. 








HE other day a reader remarked that 

“Sweetness and Light” is an inap- 
propriate name for a column in a pro- 
fessional man’s magazine. “Light” he 
said he could abide, but “Sweetness”, 
never. His comment set the rusty old 
wheels of thought into squeaking motion 
again, and it was not too long before I 
was blowing the dust off an old copy of 
“Culture and Anarchy’, from whence the 
phrase came, and painstakingly turning 
its pages once more. 

The expression was noble in its con- 
ception if not in its execution. Appar- 
ently Dean Swift had first used it in 
“The Battle of the Books’, one of his 
less popular works, and Matthew Arnold 
had gleaned it from him. 

To Arnold, the foremost exponent of 
the classical tradition in the 19th cen- 
tury, the England of his time was badly 
out of balance. It was choked with 
pride in its material achievements; it put 
fanatical stress on the moral conduct of 
its citizens; it pursued an extreme policy 
of laissez-faire individualism in_ politics 
which would drive the nation into chaos. 
The remedy Arnold prescribed for these 
ills was the pursuit of culture, not the 
watered-down culture of a_ well-inten- 
tioned community centre, but a culture 
which is a “pursuit of our total perfec- 
tion by means of getting to know 
the best which has been thought and said 
in the world, turning a stream of fresh 
and free thought upon our stock notions 
and habits’. And the effects of culture 
on the spirit are increased tendencies to- 
ward right conduct and right reason, 


that is, sweetness and light. 
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Arnold had dwelt too long among the 
greats of the past to be fobbed off with 
the Darwinian notion of man; he had 
even less patience with the doctrines of 
John Stuart Mill who thought _ that 
every human action was performed for 
the sake of advantage to self. Arnold, 
like Aristotle 2300 years earlier, saw 
man as a rational animal, as a creature 
who took real pleasure in pursuing the 
things of the mind for their own sakes 
and for the pleasure of seeing them as 
they are. The ‘light’ from Arnold's 
culture was to govern man’s intellect and 
so render an intelligent being more in- 
telligent; the ‘“‘sweetness’’ would enable 
him to act so as to make ‘reason and 


the will of God prevail”. 


Of course the telling question is: Has 
this column ever done cither? Ob- 
viously no its motive has been con- 
siderably less lofty. Each month it has 
been written as an escape after editing 
and proof-reading 4 accounting articles, 
3 accounting departments, and several 
accounting editorials. As such, it has 
snickered in flippant fashion at men, 
women, children, and animals: their for- 


tunes and misfortunes. 


So the name will be changed to pro- 
tect the innocent (to steal a line from 
Dragnet) and “Sweetness and Light” 
will be no more. Is there a reader with 
an idea for a new title? Something 
a little easier to live up to, such as 
“From Across the Tracks” or “DeKalb 
No. 2”, will be most acceptable but all 


suggestions welcome. 


JEAN VALE (formerly Jay Vee) 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $ 


$10.00 per column inch; Open rate $17.00 per column inch. 
date is 14th of preceding month. 


PRACTICE WANTED 
C.A. wishes to buy practice in West- 
ern Ontario or in Victoria, B.C. Reply 
Box 473, The Canadian Chartered Ac- 
countant, 69 Bloor St. E., Toronto 5. 


WANTED FOR 
LONDON, ONTARIO 


Recent graduate or senior student cap- 
able of assuming senior responsibility. 
Salary and prospects excellent for ap- 
plicant seeking permanent employ- 
ment. Box 474, The Canadian Chart- 
ered Accountant, 69 Bloor St. E., To- 
ronto 5, Ont. 


WANTED 
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Box 470, The Canadian Chartered Ac- 
countant, 69 Bloor St. E., Toronto 5, 
Ont. 


CHARTERED ACCOUNTANT 
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B.Com., age 31, 8 years professional 
and industria! experience, seeks posi- 
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accounting position. Reply Box 469, 
The Canadian Chartered Accountant, 
69 Bloor St. E., Toronto 5, Ont. 


CHARTERED ACCOUNTANT 
Wanted by a national firm of chartered 
accountants to be located in the interior 
of British Columbia. Permanent posi- 
tion, with excellent opportunity for 
advancement. Prefer recent graduate 
or one with one or two years experi- 
ence in public practice. Reply stating 
age, marital status, education, and ex- 
perience. Box 476, The Canadian 
Chartered Accountant, 69 Bloor St. E., 
Toronto 5, Ont. 


7.00 per column inch; Positions offered, 


Closing 


POSITION WANTED 


Young C.A. currently employed by 
larger industry in Ontario desires to 
relocate with smaller company in Al- 
berta or British Columbia. Box 472, 
The Canadian Chartered Accountant, 
69 Bloor St. E., Toronto 5, Ont. 


POSITION WANTED 


Young, ambitious B.Com., C.A., recent 
graduate with diversified experience, at 
present has own successful public prac- 
tice. Interested in a position with 
greater opportunity for initiative and 
broader experience, willing to go any- 
where that he can take his family. Box 
475, The Canadian Chartered Account- 
ant, 69 Bloor St. E., Toronto 5, Ont. 
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[F;RAND & [OY 


———ws £8 =e =e Gt =D 
Main Store: 6-14 Wellington Street West 
35 Bloor St. E., 332 Bay St., 115 Yonge St. 
Trade-In: 1 Front St. E. 
Toronto |, Canada 


Purple, 


Small 95 Doz. $10.45 
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WHEN A CLIENT 
NEEDS SPECIAL 
INDUSTRIAL FINANCING 


Chartered Accountants are often called upon 
by industrial clients to suggest appropriate ways 
to finance projects. Whether or not you have 
a particular case in mind you might find it 
worthwhile to be fully informed on what the 
Industrial Development Bank can do. 


The Industrial Development Bank does not com- 
pete with commercial financing institutions but 
is often the answer where circumstances pre- 
vent efficient financing by standard methods. 
|. D. B. analysis of plant, machinery or equip- 
ment requirements may result in a plan which 
makes a project feasible for standard financ- 
ing. Or it may prepare the way for an |.D.B. 
loan tailored to fit a particular need. 


If you are interested in learning something 
about Industrial Development Bank procedure 
and facilities, enquire of: 


INDUSTRIAL DEVELOPMENT BANK 
MONTREAL * TORONTO *° WINNIPEG * VANCOUVER 
901 Victoria Sq. 85 Richmond St. W. 195 Portage Ave. E. 475 Howe St. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 
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McMICHAEL, COMMON, HOWARD, KER & CATE 


Barristers and Solicitors 


Royal Bank Building - . - - Montreal 1. Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - Toronto 4, Ont. 


H. MEYER GOODMAN, Q.C. 
WOLFE D. GOODMAN 


Barristers and Solicitors 


88 Richmond Street West ‘ - - Toronto 1, Ont. 


PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 
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Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 


iii 320 Bay Street, Toronto 
penne EMpire 6-8011 


€ ‘ : ; 

Montreal Kingston Quebec Calgary Vancouver 

Hamilton Kitchener London Edmonton Winnipeg 
New York 


Distributors 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Halifax, N.S. 


Roy Building - - - 
DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 


DUQUET, MACKAY, WELDON & TETRAULT 


Barristers and Solicitors 


360 St. James Street West - - Montreal 1, Que. 


LEMAY, ROSS & CHAUVIN 


Barristers and Solicitors 


132 St. James Street West - - - Montreal 1, Que. 
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NOTES AND COMMENTS 


Mid-Year C.1.C.A. Members of the 
Council Meeting C.I.C.A. Executive 

will meet on May 
25. The Council will meet on May 26, 
27 and 28 at The Briars Country Club, 
Jackson’s Point, 55 miles north of Tor- 
onto. Reports of committee chairmen on 
standing committees will be presented 
at that time. 


Combined B.Com. British Columbia is 
and C.A. Course the first Province to 

establish a combin- 
ed course leading to a degree of Bach- 
elor of Commerce and a certificate in 
chartered accountancy. Under the pro- 
gram students will attend university 
classes from May until September and 
spend the winter months under articles. 
The first class of the combined course 
will start in the fall of this year and 
will save students two years in qualify- 
ing for a B.Com. degree and C.A. cer- 
tificate. They will be on a year-round 
salary from their employers. 


C.1.C.A. Tax 
Information 


A specially written 
article for the small 
businessman on the 
preparation of income tax returns is 


scheduled for publication during 
March and April in 25 trade publica- 


tions. Also planned, was a trans-Can- 
ada television panel show over 2? 
C.B.C. stations. 


The Fifth British 
Annual Taxation 
Conference will be 
held at Brighton, England, October 14 
to 17, 1955. Members who may be 
planning to be in England at that time 
and who would like to attend the con- 
ference should contact Mr. S. E. Banks, 
c/o Taxation, 98 Park Street, London 
W. 1 for particulars. 


English Tax 
Conference 


The American In- 
stitute of Account- 
ants recently presented its 25,000th 
certificate of membership. Founded in 
1887, the Institute has achieved the 
greater part of its remarkable growth 
with a 20,000 membership increase in 
the past 15 years. Three quarters of 
its membership are associated with 
public accounting firms. Its official 
journal, The Journal of Accountancy 
now has a 70,000 reader circulation. 


25,000 Strong 


Two New Chairs In recent months 
of Accountancy two universities in 

the Commonwealth 
have appointed their first professors of 
accounting. At the University of Bris- 
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tol the chair will be occupied by Mr. 
David Solomons, B.Com., A.C.A. Mr. 
Solomons is at present Reader in Ac- 
counting at the University of London 
and is well known for his anthology 
“Studies in Costing”. In 1954 he was 
visiting Associate Professor of Ac- 
counting at the University of Califor- 
nia and, through a Rockefeller Travel 
Grant, visited several universities on 
this continent. 


A successful appeal by the Victoria 
Division of the Australian Society of 
Accountants has resulted in the estab- 
lishment of the “Gordon L. Wood 
Chair of Accounting” at the University 
of Melbourne. Its first appointee is 
Professor A. A. Fitzgerald, O.B.E., 
F.C.A. (Aust.) who was created a 
Knight Bachelor in the New Year's 
Honours Lists in recognition of his 
services as chairman of the Common- 
wealth Grants Commission. He at- 
tended the 6th International Congress 
on Accounting in London in 1952 and 
acted as rapporteur to the paper on 
“Accounting Requirements for Issues 
of Capital”. 


Depreciation Of 167 manufactur- 
Policies Under ing companies re- 
U.S. Tax Code cently surveyed by 


the National Indus- 
trial Conference Board, 45% are chang- 
ing their depreciation policies to take 
advantage of the accelerated deprecia- 
tion methods now permitted under the 
1954 U.S. Tax Code. Thirty-five per 
cent of the cooperating firms have de- 
cided against a change and the remain- 
ing companies have deferred decision 
pending completion of studies that are 
underway. 


Although accelerated depreciation 
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was written into the new tax code to 
stimulate expansion and modernization 
of plant and equipment, the survey 
shows that two-thirds of the 75 com- 
panies which have changed their de- 
preciation policy report that the change 
will have no influence on their capital 
spending. Demand for products, ad- 
vantages of technological improve- 
ments, and the availability of cash are 
expected to remain the dominant con- 
siderations. 


Those companies which feel that ac- 
celerated depreciation will stimulate 
their capital expenditures expect to in- 
crease outlays for modernizing their 
plant and equipment rather than for 
expanding plant facilities. Only a few 
firms believe the new law will aid ex- 
pansion as well as modernization. 
Practically all of the companies making 
changes in their depreciation policy 
had been computing allowances by the 
straight-line method, which is the pre- 
vailing practice in industry. 


According to the Conference Board 
survey, firms making a change are do- 
ing so only after careful investigation 
of the effect of accelerated deprecia- 
tion on long-term company operation. 
Reporting companies favour the sum- 
of-the-years-digits method by a two-to- 
one margin over alternative methods. 
The popularity of this method is at- 
tributed largely to the fact that it per- 
mits a company to write off approxi- 
mately three-quarters of the total cost 
of new property during the first half 
of its useful life. 


The Board found that those com- 
panies which have decided against a 
change have done so because of the fol- 
lowing factors: the value of new equip- 
ment is small; the nature of the equip- 
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ment does not lend itself to accelerated 
depreciation; apprehension over the 
Bureau of Internal Revenue’s interp- 
retation of the new law; the desire for 
a stable rate of write-offs; a preference 
not to gamble on tax rates and satis- 
faction with the straight-line method. 


Twenty-five per cent of the compan- 
ies which are planning to change their* 
depreciation methods foresee some 
change in their practice of differentiat- 
ing between depreciation accounting 
for tax and book purposes. Some com- 
panies which favour a “conservative” 
practice for internal purposes will 
maintain their accounts on a straight- 
line basis for internal purposes and 
take the accelerated depreciation sole- 
ly for tax purposes. Others, which 
have previously been writing off assets 
at a faster rate for internal purposes 
than for tax purposes, foresee event- 
ual reconciliation in the two accounts. 


Varied Program for The technical pro- 
Annual Conference gram committee 

for the C.L.C.A. 
53rd annual meeting, to be held at the 
Royal York Hotel next September, has 
already announced its theme for the 
program as “The Chartered Accountant 
and Canada’s Development”. En- 
couraged by the favourable reaction of 
members attending the meeting of last 
year, the committee decided to have the 
technical sessions follow closely the 
pattern which proved so acceptable in 
Winnipeg at that time. 

The conference will open on Mon- 
day morning, September 12, when a 
prominent practising member will lead 
off with a review of the present state of 
the profession and discuss some of the 
obligations that it must be prepared to 
face in the future. This topic will also 
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be considered by a member of the pro- 
fession in industry who will emphasize 
the problems encountered by the chart- 
ered accountant in adapting himself to 
the demands of management responsi- 
bilities. 

On Monday afternoon a number of 
topics will be presented by panels or 
papers, followed by discussion periods. 
At these sessions subjects now under 
consideration by the Committee on Ac- 
counting and Auditing Research will 
be introduced, as well as topics of in- 
terest to industry, particularly relat- 
ing to the communication of financial 
information to shareholders. 


The remaining technical sessions will 
be held on Wednesday, September 14, 
at the University of Toronto. The 
morning will be devoted to small 
group discussions in order to follow up 
subjects previously introduced and will 
allow for full participation of all those 
attending. The range of subjects will 
be broad enough that all members will 
find something of special interest and 
groups will be organized to make free 
round-table discussion possible. On 
Wednesday afternoon there will be a 
final panel session which will act as a 
round-up for the other technical ses- 
sions. Everyone attending the con- 
ference will be free to introduce ques- 
tions at that time. 


The annual general meeting of the 
Institute will take place on Tuesday 
morning and will be preceded by sev- 
eral papers on special subjects. At 
the members’ luncheon to be held on 
Monday, September 12, a guest speaker 
= discuss some of the aspects of Can- 
ada’s economic development. 


Within the next few days members 
will be receiving an advance program 
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which will outline the technical ses- 
sions in much greater detail. A num- 
ber of committees of the Ontario In- 
stitute are already at work on the so- 
cial side of the program, and announce- 
ments will be made regularly in this 
column as the plans go forward. 


Finishing While the committee on the 
the Job Canadian Companies Act 
was reaching the conclusion 
of its endeavours in February 1953 a 
Select Committee of the Legislature 
of the Province of Ontario was study- 
ing a complete revision of the Com- 
panies Act in that Province. This 
juxtaposition of events was timely and 
permitted the Ontario Institute to place 
most of the recommendations of the 
C.I.C.A. Committee before the Select 
Committee. As a result, most of the 
recommendations have been embodied in 
the Corporations Act, 1953, (Ontario). 
The provisions respecting prospec- 
tuses had no place in the Corporations 
Act as they are dealt with in the Securi- 
ties Act. This year the Ontario Insti- 
tute turned its attention to that Act and 
found that it would be necessary to 
make a fairly complete overhaul of the 
accounting provisions if the recommen- 
dations were to be effected. It has now 
brought these before the Government 
of Ontario and the letter to the At- 
torney General containing these recom- 
mendations appears on pages 236-8 of 
this issue. 


Controllers The first conference in 
Conference Canada to be arranged 

by Canadian Controls of 
the Controllers Institute of America 
will be held in Toronto on April 29 
and 30, 1955. It is open to non-mem- 
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bers of the Controllers Institute and in- 

formation regarding attendance can be 

obtained from Mr. J. R. Wright, C.A., 

Argus Corporation Limited, 15 King 

Street West, Toronto, Ontario. The 

following are the highlights of the 

program: 

April 29: “How Some Companies are 
Planning and Controlling their Op- 
erations”, by John V. van Pelt, III, 
CPA. 


“Controllership Motivation”, by 
James L. Peirce, C.P.A. 
“Effective Administration”, by 
George Aitken, C.A. 


April 30: “Tax trends in Canada and 
the United States”, by Harvey Perry. 
“Productivity — Its meaning, meas- 


urement and industrial future”, by 
Allen W. Rucker. 


Guest speaker at the luncheon on 
Friday, April 29, will be the Hon. 
Walter E. Harris, Minister of Finance. 
Hugh MacLennan, well known Cana- 
dian author, will speak on “The Good 
Neighbour” at the closing luncheon on 
April 30. 


C.A. Elected C.1.C.A. first regional 
Mayor representative, James A. 

de Lalanne, was recently 
elected mayor of Westmount, Quebec, 
for a 2-year term. Mr. de Lalanne has 
played a prominent part in the life 
of the community for many years and 
was chosen as mayor after serving on 
the Westmount Council for the past 
2 years. 


Advice from a 
chartered account- 
ant, “It is better to file your income 
tax than to chisel it’. 


Quotable Quote 





Accounting for the British Columbia 
Logging Industry (Part I) 


By HuGu H. 


a. monograph is directed to the 

accounting features of timber hold- 
ings and logging operations, and partic- 
ularly to certain specialized aspects of 
the accounts of the industry. In the dis- 
cussion of these problems some matters 
will be considered which are of a some- 
what controversial nature, and differ- 
ences of opinion or practice will be in- 
dicated. For the most part, however, 
differences in techniques are related to 
differences of geography, topography, 
and climate; for example, tidewater op- 
erations and inland operations differ in 
many respects. 

The discussion that follows is concern- 
ed primarily with the types of operations 
found in British Columbia, where over 
one-quarter in value of the Canadian 


PART I — TIMBER HOLDINGS 
Definition 
The term “timber” is applied to stand- 
ing trees, as distinct from “logs” into 
which the trees are cut after they have 
been felled. 


Forms of Tenure 
Ownership of timber, or the right to 
cut timber, takes several forms. In Brit- 
ish Columbia the principal forms are:— 


Apair, C.A. 


logging operations' are conducted, but 
this is not intended to imply that any 
special accounting features of the indus- 
try in one part of the country are to be 
preferred or even adapted to the indus- 
try in another part. 

The subject is divided into two main 
parts. Part I is devoted to a descrip- 
tion of significant aspects of timber hold- 
ings and logging operations. In par- 
ticular, it deals with forms of tenure of 
timber limits, the measurement of tim- 
ber, logs, and lumber, and the physical 
aspects of logging operations. In Part 
II the special accounting features of the 
industry are described and discussed un- 
der 7 main heads, and the operating 
statement and its supporting schedules 
are illustrated. 


AND LOGGING OPERATIONS 


Crown grant — a grant by the Crown of 
timber land which gives title to such 
land and the timber thereon. Ex- 
cept for lands acquired prior to 
April 7, 1887, royalties as specified 
in the Forest Act are payable to the 
Province. 


Timber lease or timber licence — a right 


1 Canada Year Book, 1954, p. 471 
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to cut timber obtained from the 

Crown and subject to payment of an- 

nual fees and payment of royalties 

on timber cut. 

Pulp lease or pulp licence — a right to 
cut timber granted to a pulp mill by 
the Crown and subject to payment 
of annual fees and payment of royal- 
ties on timber cut. 

Government timber sales — a timber 
purchase contract with the Province 
requiring payment of stumpage and 
royalties as timber is cut. Removal 
of the timber in the specified area is 
required to be completed within the 
time fixed in the agreement. 

Forest management licence — an agree- 
ment with the Province reserving to 
the licensee the right to manage 
Crown lands and cut timber on a 
sustained-yield basis in the licence 
area. Other tenures owned by the 
licensee in the same watershed are 
required to be included in the man- 
agement licence. Stumpage charges, 
inclusive of royalty, on Crown tim- 
ber are determined by Government 
appraisal at the time the timber is 
cut. 

In addition to the foregoing basic 
forms of timber ownership or rights to 
cut, an asset in timber may exist as a 
result of a contract between private par- 
ties under which a portion of a holding 
in basic form is purchased, or cutting 
rights are acquired. 

No Crown grants, timber leases, or 
timber licences have been issued for 
many years. Many of those in exist- 
ence have become very valuable over the 
years. Transfer of them from owner 
to owner is permissible as in the case of 


other property. 
Timber may be held by a timber hold- 
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ing company, in which case it is in the 
nature of stock-in-trade; or it may be 
held by a logger, a sawmill, or other 
forest products operator, in whose hands 
it is regarded as a capital asset subject to 
depletion write-off as cut. 
The principal factors affecting the 
valuation of timber holdings are: — 
Species and quality of timber 
Form of tenure 
Location 
Logging cost, affected by such factors 
as density of stand, topography, dis- 
tance from tidewater, etc. 


Measurement 


The quantity of timber contained in 
any given area is determined on the basis 
of estimates made by men trained for this 
work, who are known as timber cruisers. 
These estimates are developed from ex- 
amination of certain portions of the 
areas, the trees thereon being counted, 
their sizes determined, and species classi: 
fied. The cruiser must allow for areas 
which cannot be logged economically at 
current log prices and logging costs, for 
destruction of timber in the course of 
logging, and for defect in the timber. It 
is not surprising that under these cir- 
cumstances there are frequently substan- 
tial differences between quantities de- 
termined by cruises of areas and actual 
production therefrom, particularly when 
the cruises have been made many years 
before the commencement of logging. 
The accuracy of the cruise figures is 
important not only in determining pur- 
chase and sale prices of timber holdings, 
but also in allocating to accounting 
periods the cost of timber (as deple- 
tion) and cost of logging roads and 
other facilities (as amortization and de- 
preciation). 
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Lumber is bought and sold by the 
board foot which is the designation of a 
piece of lumber nominally measuring 12” 
=i2" 2. ?’. 


The unit of measurement for standing 
timber is generally one thousand feet 
board measure (M. f.b.m.). However, 
the Government of the Province of Brit- 
ish Columbia has recently introduced the 
cubic scale for certain timber holdings. 


Official Log Scales 


The official log scales in use in the 
Province of British Columbia are (1) 
the B.C. Log Scale, Board Measure, 
which gives the contents of the log in 
board feet, and (2) the B.C. Log Scale, 
Cubic Measure, which gives the contents 
in cubic feet. 


The B.C. Log Scale, Board Measure, is 
one of a number of board foot log 
scales (others include the Scribner, the 
Doyle, the International) which pur- 
port to tell the seller and buyer of logs 
how many board feet of lumber a saw- 
mill will recover, mill tally, from a given 
log. However, there are so many vari- 
ables the result cannot be other than an 
approximation. For example, the B.C. 
Log Scale, Board Measure, includes the 
following assumptions: 

1. That all the log outside of a cylinder of 
a diameter equal to the diameter of the 
small end of the log will be wasted in 
slab. (This is subject to adjustment in 
the case of logs over 40 feet in length). 


2. That in cutting this cylinder into rectang- 
ular forms of lumber there will be a 
further waste equal to a collar of wood 
34-inch thick along the entire length of 
the cylinder. 


3. That the sawmill will saw only one-inch 
boards, wasting a %-inch kerf in sawdust. 


Allowances are also made in scaling 
for defects such as rot, holes, crooks, etc. 
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Sawmills normally obtain lumber tally- 
ing a greater number of board feet from 
logs sawn than the quantity indicated by 
the log measurement. This is known as 
“over-run” and is expected to yield from 
5% to 15% of the logs scale, depending 
on log size and length, type of mill and 
equipment, and other factors. In prac- 
tice, the expected over-run sometimes 
does not materialize on account of faulty 
cutting, waste, etc. Cedar mills usual- 
ly experience an “‘under-run”’. 


The Cubic Measure log scale is a scale 
of the solid contents of a tree or log in 
cubic feet without making any deduc- 
tion for slab, edging or saw kerf, and 
therefore, without any attempt to esti- 
mate the amount of lumber or other 
product which may be obtained from it. 
There is no universal conversion factor 
for changing board feet to cubic feet as 
the relationship varies depending on the 
diameter and taper of the tree or log. 
As a very rough guide, one cubic foot 
B.C. log scale equals 6 board feet B.C. 
log scale. 


Another log scale of interest to the 
B.C. operator, although not an official 
scale, is the Brereton Scale, which is used 
to a considerable extent in rescaling logs 
that are being exported. It is primarily 
a cubic scale that has been translated 
into board feet without making any pro- 
vision for loss in sawing due to slab and 
sawdust, and it is used essentially as a 
cargo space scale. Here, again, no uni- 
versal conversion factor can be given — 
but very roughly the Brereton Scale is 
twice the B.C. Log Scale in board feet. 


All logs cut from lands subject to 
Province of B.C. royalty are required to 
be officially scaled. Logs from pulp 
holdings are subject to a royalty per 
cord on the number of cords. For rev- 
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enue purposes it is assumed that 700 
board feet or 100 cubic feet equal one 
cord. 


Accounting parlance in logging opera- 
tions distinguishes “water scale” from 
“woods scale”. When the trees are 
felled and bucked they are scaled in the 
woods by a woods scaler. This is the 
“woods scale’. When the logs are 
boomed, they are officially scaled by 
government scalers (or, if not subject to 
provincial royalty, by company scalers). 
This is the “water scale’. For a variety 
of reasons the water scale is always low- 
er than the woods scale. Among the 
causes of difference are damage to logs, 
loss of some logs, and sometimes gen- 
erous allowances to fallers and buckers 
as a matter of company policy. 


Physical Operations 
The physical operations of a logging 
concern in the coastal area of British 

Columbia normally comprise three im- 

portant phases: 

1. Preparation of logs in the woods 
consisting of felling the trees (fall- 
ing), removing the branches (swamp- 
ing), and cutting the trunks into 
logs (bucking). 

2. Transportation of logs from the 
forest to tidewater. 


3. Gathering logs for towing (boom- 
ing or rafting). 

The third operation is, of course, un- 

necessary where logs are taken direct 

from the forest to a mill adjacent to the 

logging operation. 


The first step is readily understood. 
Falling and bucking is usually done by 
contract, specific areas being allotted to 
each set of fallers and buckers and each 
set being paid on measurement of the 
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quantity of logs, as scaled in the woods 
by company scalers. 


There are 5 basic methods of trans- 
porting logs to tidewater and most op- 
erations combine two or more. These 
are: — 


1. Rolling or levering by hand. Hand- 
loggers still occasionally log by 
primitive means. 


2. Dragging logs behind a portable 
source of power. The logging trac- 
tor is used extensively for this pur- 
pose today. In earlier days oxen or 
horses were used. 


3. Hauling the logs by a wire rope at- 
tached to a stationary donkey en- 
gine — known as “yarding” or 
“skidding”. The difficulties in the 
early days of slack line yarding 
were largely overcome by passing 
the wire rope over a pulley at the 
head of a tree (“high lead log- 
ging”) so that the log had a tend- 
ency to mount over obstacles. Some- 
times an aerial cable is used (‘‘sky- 
line”), each end of which is sup- 
ported by a tree shorn of its 
branches and braced with guy lines 
(“spar tree”). In such cases one 
end of the log is raised from the 
ground by a carriage travelling on 
the skyline. 


Skidding may be used to transport 
the log all the way to tidewater if a 
floating A. frame is used in place 
of a spar tree. This method is not 
economical for longer distances, 
and the log is normally yarded to a 
loading point or “setting” where it 
is loaded on a railway car or log- 
ging trailer. When logs are yard- 
ed to a pile from which they will be 
yarded in a later operation to a 
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loading point, the operation is 
known as “cold decking”. 


4. Hauling by railroad or truck road. 
In the larger operations in British 
Columbia the logs are conveyed by 
means of locomotives and skeleton 
cars, or by trucks and semi-trailers, 
from the loading point (to which 
they have been yarded) to an un- 
loading point at which they are 
rolled off into the water at the 
booming ground. 


5. Floating. Logs may be floated in 
lakes, rivers or flumes to their des- 
tination or to some intermediate 
point for further transportation by 
other means. River “driving” of 
logs, though frequently found in 
other parts of the world, has rare- 
ly been used in British Columbia, 
as the topography is seldom suit- 
able. 


In choosing a method of transporta- 
tion, a company must consider the capi- 
tal expenditure entering into the cost 
and the probable salvage from equip- 
ment. Where large quantities of logs 
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are to be transported substantial dis- 
tances, the capital expenditures become 
of less importance than savings in op- 
erating expenses. 

When logs have been dumped in the 
booming ground, they are sorted into 
sections suitable for mills of particular 
types and made up into flat booms ready 
for official scaling and towing to market. 
The flat booms are formed by chaining 
long logs (boomsticks) together into 
rectangular form, each boomstick having 
a hole bored at each end so that a boom- 
chain can be passed through that hole 
and the hole in the boomstick next to 
it. The logs float between the boom- 
sticks, lying parallel, and swifters simi- 
lar to boomsticks are chained to the 
sticks and lie across the logs. 

As a flat boom breaks up in heavy 
weather, other means have to be used 
when open water must be crossed on 
the way to market. Rafts may then be 
used made of logs held together in the 
the shape of a fat cigar by rafting wires 
(‘“Davis” raft), or the logs may be load- 
ed on barges built or converted for log 


carrying purposes. 


(Part Il of this article will appear in the May issue of 
The Canadian Chartered Accountant) 











Accounting in a Modern World 


By J. GRANT Giassco, O.B.E., F.C.A. 
President, The Canadian Institute of Chartered Accountants 


IHE Canadian Institute of Chartered 

Accountants was in its early days a 
very different sort of body from what 
it is today. For the first ten years of 
its existence it was actually a compet- 
ing organization of chartered accountants 
and, being organized under Dominion 
law, was freely granting C.A.’s and 
F.C.A.’s to qualifying members anywhere 
in Canada. Not unnaturally this com- 
petition led to very strained relations be- 
tween it and the provincial Institutes, 
and matters came to a head when the On- 
tario legislature passed a law prohibiting 
the use of the title C.A. by non-members 
of the Ontario Institute, thereby neatly 
torpedoing the Dominion body. The 
latter, however, did not take this lying 
down and persuaded the Dominion Gov- 
ernment to disallow the Ontario legisla- 
tion. 

Instead of searching for new weapons 
and battlegrounds, our professional an- 
cestors agreed to make peace at this 
point, and because of a growing wish for 
a national accounting magazine they de- 
cided to convert the Dominion Associa- 
tion into a federation of the provincial 
Institutes and use it to carry out tasks 
of a national scope. Then followed a 
number of years during which the Do- 
minion body had, apart from the maga- 
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zine, very few activities and no perma- 
nent staff. The present organization is 
of comparatively recent origin and de- 
veloped when chartered accountants be- 
came convinced of the national import- 
ance of pursuits such as research, uni- 
form examinations, taxation, and public 
relations. 


Membership Means Responsibility 


The principal and obvious advantage 
of carrying on national activities through 
an organization which is a federation of. 
the provincial Institutes is that every 
chartered accountant in Canada automat- 
ically participates in both bodies. But 
the fact that his fee to the national body 
is collected as part of the fee charged 
by his provincial Institute very often 
causes him to regard membership in the 
former as a sort of bonus, as something 
thrown in with his provincial member- 
ship. This tends to weaken the individ- 
ual’s sense of personal identification with, 
and responsibility for, the welfare of the 
Canadian Institute, because it is only hu- 
man to hold lightly those things which 
cost little. 


In contrast to this, the American Insti- 
tute, completely independent of the state 
societies, has a perpetual recruiting pro- 
gram but does succeed in enrolling as 
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members about 50% of the C.P.A.’s in 
that country. Membership must be ap- 
plied for (and is regarded as a distinc- 
tion), and each member has voluntarily 
and consciously chosen to identify him- 
self with the national body. Therefore 
there is no lack of keenness. In Great 
Britain, the member's position is differ- 
ent again. There he belongs to a single 
body and encounters no separation of 
national and local issues. 


We hope in Canada to stimulate the 
interest and support of the individual 
member in several ways. For example, 
we plan to bring about a considerable 
improvement in our magazine, to turn 
our national conference into an event 
which will be full of interest and at- 
traction for our members, both practising 
and non-practising, and finally to ask a 
large number of chartered accountants 
in every part of Canada to assist in our 
various activities. What seems perfectly 
clear is that our future progress will de- 
pend entirely upon the collective effort 
we put into the job. 


Time for Critical Self-Examination 


Within the past year our attention has 
been drawn to several impressive anni- 
versaries in the accounting world — in 
particular, the centenary in Scotland of 
the first Institute of Chartered Account- 
ants. 


It is characteristic of our profession 
that milestones of this sort are attended 
by a good deal of critical self-examina- 
tion, which is undoubtedly a most healthy 
sign. Thus, we are interested in esti- 


mates of how far we have gone and 
what has been accomplished in the first 
100 years of organized accountancy, and 
also in speculation as to what lies ahead 
and what is the nature of the challenge 
facing us. 
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In reviewing the progress of the pro- 
fession since its birth 100 years ago, one 
cannot but be amazed at the extent of 
the changes which have occurred in the 
way of life of the Western world. That 
the accounting profession, too, has under- 
gone drastic changes is perfectly evident, 
but, perhaps because the pace has been 
so hot, we seem to be hardly conscious 
of what has really happened. We are 
aware that our growth in numbers has 
been extraordinarily rapid —- our mem- 
bership has doubled every 10 years since 
1900 —- but are we fully conscious of 
what the enormous development in our 
economy has done to our responsibilities, 
to our status in the community? More 
important, do we recognize, even re- 
motely, the part that accounting has 
played in this very development? 


A Century of Evolution 


In the past 100 years we have wit- 
nessed the invention of the automobile, 
with mass production and the assembly 
line, and the spectacular development of 
facilities to produce the necessary rub- 
ber and petroleum; the revolution in 
communications from Alexander Bell's 
telephone through the wonder of wire- 
less to radio and now colour television; 
electronics by which machines are being 
taught to read, remember and make de- 
cisions; the enormous gains in physics, 
with the atom now harnessed successfully 
to a submarine’s engine; the giant strides 
in transport with the paved highway, the 
conquest of flight, the jet engine and now 
the guided missile; the striking advances 
in agriculture and the development of 
synthetics over a broad scale, extending 
enormously the range of inexpensive 
articles of everyday utility. 

The list is indeed striking and these 
improvements in our productive plant 
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and in transport and communication have 
been attended by equally impressive 
changes in our distribution methods, in 
the size and shapes of our communities, 
and in the living, and even the thinking, 
habits of our people. 


A Century of Integrity 


These are the events which have 
shaped our development as a profession; 
we might say which have made us a pro- 
fession. When we compare our situation 
today with that of the chartered account- 
ant of 1855, we find few points of simi- 
larity. Our work and all the conditions 
under which we do it have changed enor- 
mously. But while the techniques of 
accounting have varied, the personal 
qualities of integrity and independence, 
inherited from our Scottish forebears, 
have remained our constant character- 
istics. It is surely these qualities alone 
that have raised our members in the 
community above the level of mere 
skilled technicians and have laid the 
cornerstone of our profession. 


Now, if we can recall the structure of 
the business community at the com- 
mencement of this century, we will rea- 
lize that the public corporation was still 
in its infancy and that most of the na- 
tion’s business was conducted by small 
enterprises owned by individuals and 
their families. As the tempo increased, 
the successful enterprise grew in size and 
public investment flooded in to finance 
the leaders in scores of industries, and 
so the modern giants were created. As 
this growth took place, accounting, 
through the development of its tech- 
niques and by adapting itself to the 
broadening needs of business, played a 
vital part — in fact an indispensable 
part. Without its contribution much of 
the development would have been impos- 
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sible. Even pedestrian tasks, such as 
keeping track of workers’ wages and the 
amounts owed to suppliers in the mod- 
ern large corporation, depend on the 
accounting techniques developed in the 
past 50 years. When it comes to the 
more vital control and management func- 
tions of modern accounting, one realizes 
how essential the accounting art has in 
fact become. 


Three Attributes of Accounting 


Perhaps it is unwise to speak about 
accounting and the art of accounting in 
a very positive way, as though there were 
no possible doubt about what the term 
means. In view of the tremendous 


changes and our own unawareness of 
their magnitude, it may be appropriate to 
consider what it is which we call ac- 
counting. Without attempting a defini- 


tion, several of its important attributes 
and functions are: first, its quality of 
serving as a measure or a yardstick; 
secondly, its utility as a management 
tool; thirdly, its socially important role 
as a language or means of communica- 
tion. 


As a Means of Measurement 


Serving as a measure is, of course, a 
most familiar and conventional role to 
accounting. Its techniques permit the 
assembling of large masses of informa- 
tion into manageable totals and sub- 
totals. It is this quality which permits 
it to determine quickly and correctly such 
factual data as the amount of the work- 
man’s pay, the cost of manufacture of an 
article, and, if necessary, the amount of 
each of the principal components of 
such cost. Measurement of this sort is 
the bread and butter function of the art, 
indispensable in even the simplest op- 
erations, and by and large standardized 
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to a point where there are few conten- 
tious areas. 

That is not to say, however, that ac- 
counting as a measure is in any sense 
static. As accounting applications have 
had to become larger and more com- 
plex, to keep pace with the businesses 
which they serve, so have its methods 
been continually refined. Machines have 
been devised to perform in seconds what 
took the human worker minutes or even 
hours, and the progress in this area has 
been truly impressive. 


Now, just as the wonder of punched- 
card accounting threatens to be outshone 
by new applications of electronics, we 
may perhaps catch a glimpse of what lies 
ahead when the transistor or vacuum 
tube takes over and the electronic com- 
puter replacés countless clerical work- 
ers. 


In its initial stage the electronic com- 
puter was regarded essentially as a magic 
mechanical brain, capable of carrying out 
the most complex calculations in a mat- 
ter of seconds. This concept is not in- 
accurate, but as the experts began to ap- 
preciate the potentialities of the ma- 
chine, they turned their attention to the 
possibility of using it to process large 
volumes of operating data for business. 


One essential quality of the computer, 
which distinguishes it from the punched- 
card tabulator, is its capacity to make a 
choice from alternative courses of action 
on the basis of the results obtained while 
a series of calculations progresses. As 
soon as it is perfected to a point where 
it can read printed material, that, plus 
its ability to make a decision (in accord- 
ance with instructions given it in ad- 
vance), will represent something much 
closer to human performance than we 
have heretofore seen. 
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For the present this type of equip- 
ment appears suitable only in very large 
installations. For example, a_ typical 
large-scale machine, of which a number 
are actually being built, will involve cap- 
ital costs of from $1,250,000 to $2,000,- 
000, representing on a rental basis, say, 
from $25,000 to $40,000 per month. 
But initial estimates of savings after 
meeting such costs run as high as $250,- 
000 a year. 

What is really important in all this 
is that, so far, accounting has been able 
to meet each challenge posed by the de- 
velopment of commerce and industry. 
It has been its ability to achieve bigger 
and better performances, in a technical 
sense or as a measure, which constitutes 
accounting’s most important and direct 
contribution to our industrial growth. 

There is no reason to doubt our abil- 
ity to keep up in the future, but that is 


one of the major responsibilities of our 


profession. We must be prepared to 
see that the development of accounting 
techniques and methods goes forward 
continuously and that the art is always 
advanced to a point where it can play 
its part effectively in the growth of our 
industry and economy. 


As a Tool of Management 


The second function or attribute of 
modern accounting is its utility as a 
management tool. It is no exaggeration 
to say that in most businesses the skilled 
accountant has, because of this, become a 
full member of the management team. 

This is the principal reason why only 
slightly over half of the chartered ac- 
countants in Canada are in public prac- 
tice. The profession now recognizes as 
one of its basic responsibilities the obli- 
gation to provide competent trained per- 
sonnel to industry, largely for manage- 
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ment duties. Enquiry is even now be- 
ing made whether the educational prac- 
tices of the profession can be altered in 
order to provide an even more useful 
grounding for those who will ultimately 
claim the administrative and manage- 
ment opportunities offered by business. 


Therefore, because a great many of 
our members have left and will con- 
tinue to leave the field of public ac- 
counting, the professional societies, both 
provincial and national, of which they re- 
main members have an important stake 
in the accounting-management segment 
of our business organization. Some of 
the activities of our Institutes are direct- 
ly related to the practitioner, particularly 
such matters as education and examina- 
tions. However, in other important mat- 
ters, such as research, taxation, the publi- 
cation of a national magazine, and now 
our annual conference, the so-called 
“non-practising’” member has an equal 
stake and is making a first-class contri- 
bution. 


It would be a drastic mistake to im- 
agine that the Institutes exist only for 
the chartered accountant in practice. Our 
members in management posts in busi- 
ness, as well as those in the public ser- 
vice and other fields, represent such a 
capable and distinguished group that 
their participation and interest in our af- 
fairs and activities are vital to the suc- 
cess of our professional bodies. 


What will the future hold for the ac- 
counting art in its role as an aid to 
management? Here there are no spec- 
tacular developments on the horizon, but 
we can be sure that there will be a steady 
extension in the effectiveness of account- 
ing as a management instrument. Special- 
ist groups, such as the Controllers In- 
stitute, are working along these lines 
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constantly and with extreme understand- 
ing and competence. As further de- 
velopments occur they will be applied 
intelligently in the management field and 
it is to be hoped that our own Institutes 
of Chartered Accountants, because of 
their direct involvement in this phase, 
will be eager to play their part. 


As a Medium of Communication 


The third, and in many ways by far 
the most provocative and challenging as- 
pect of modern accounting, is its role as 
a language or means of communication. 
In our modern business society there are 
a number of different interested parties 
and there is the greatest need for a re- 
liable medium of communication be- 
tween them. ‘These parties are the in- 
vesting shareholder, management, labour 
and labour unions, the consumer, and 
last, but not least, government in a num- 
ber of different forms. Government en- 
ters the picture as tax gatherer, arbiter 
of industrial disputes, regulator of rates 
and revenues, to name only a few. 
When one considers how little time 
there has been to develop a common lan- 
guage, a really intelligible way of talk- 
ing about the operations and results of 
business, it is perhaps surprising that so 
much understanding does exist. 


The recognition by the profession of 
its responsibilities in this area and its 
decision to attempt some positive better- 
ment of the situation dates back only 25 
years. The New York Stock Exchange 
originally and later the Securities and 
Exchange Commission were powerful 
agents in stimulating our efforts to im- 
prove the clarity and reliability of ac- 
counting language. Thinking primarily 


in terms of communication between the 
corporation and its present or prospective 
investors, we started by laying down 
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minimum standards of disclosure. When 
these early statements appeared, they 
were thought contentious and even dar- 
ing. One can gain some idea of how 
far we have advanced when we realize 
that today such statements seem so ob- 
viously true and right as to hardly need 
formal pronouncement. 


As well as attempting to specify mini- 
mum standards of disclosure in the infor- 
mation given investors, the profession 
addressed itself seriously to the study 
of some of the more difficult technical 
points of treatment or procedure. With 
a view to achieving and thereby en- 
hancing the meaningfulness of account- 
ing language, it has promulgated a body 
of accounting principles set forth in var- 
ious research committee bulletins. Be- 
cause of their widespread adoption by the 
profession, these principles are now re- 
cognized as part of the accepted standard. 


The Nature of Accounting Research 


A recent! review of the work of the 
Accounting Procedure Committee of the 
American Institute of Accountants point- 
ed out that pronouncements embracing 
accepted principles fell into three classes: 
(1) those particularly directed to pre- 
venting practices resulting in misleading 
reports; (2) those which provided pro- 
cedures required by innovations in busi- 
ness practice; (3) those which provided 
logical procedures to replace procedures 
having no foundation in accounting 
theory. This reviewer went on to state, 
“However, substantially all, directly or 
indirectly, embraced the objective of con- 
tracting the area of disagreement as to 
income determination to the end that the 


1 A Review of the work of the Accounting 
Procedure Committee by Anson Herrick; 
The Journal of Accountancy, November, 
1954. 
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significance, reliability and general use- 
fulness of the income statement would be 
increased.” 


While much has been accomplished, 
there remains a great deal to be done. 
Large areas require study leading to clear 
enunciation of principle and procedure 
and a more meaningful terminology. 
There are subsidiary fields, cost account- 
ing for example, where practically noth- 
ing has been done. Beyond this, of 
course, is the fact that neither business 
nor its accounting will remain static and 
for that reason alone the need for con- 
tinuing study and research will always 
be present. 


Now the whole process of what we 
loosely call “research” consists of far 
more than merely sitting down and agree- 
ing on the language in which to express 
a set of rules. In the past 25 years it 
has meant, to put it bluntly, a radical 
change in the thinking of businessmen 
and accountants. We have discarded a 
philosophy where net profit could be 
just about what anyone wanted it to be 
and where secret reserves in almost any 
amount were considered quite unobjec- 
tionable. In its place we have subscribed 
to the proposition that the accounts of 
business are to be prepared so as to 
fairly inform the corporate investor of 
the really meaningful facts as to the 
condition and operations of his corpora- 
tion. 


This is not a glamorous or exciting 
job; rather it is the arduous task of 
pounding away steadily at innumerable 
points of detail, of considering the pros 
and cons, and of finding compromises 
where unanimity has otherwise been im- 
possible. It represents thousands of 
hours of the time and intellectual effort 
of the best brains in the profession, and 
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what has been accomplished in the ag- 
gregate certainly constitutes an outstand- 
ing performance. 


Varied Circumstances 
Affect Research Programs 


The professional accounting societies 
of the United States, Great Britain, and 
Canada have all been active in research, 
although each must act under some- 
what different conditions. In the United 
States, the Securities and Exchange Com- 
mission is an exceedingly influential and 
aggressive body, with a very close and 
direct interest in all matters of accounting 
principle and disclosure. It has undoubt- 
edly provided a great stimulus, if not a 
goad or a prod, to the activities of the 
research committee of the American In- 
stitute of Accountants. 


In Great Britain, the main develop- 
ments affecting the profession were the 
Cohen report on company law and the 
radically new Companies Act, introduced 
in 1948, which adopted a great many of 
the recommendations of the Cohen com- 
mittee and established a set of impressive 
statutory requirements for disclosure. 


In Canada, our most noteworthy oppor- 
tunity occurred with the enactment of 
the new company legislation in Ontario. 
Here for the first time anywhere, the ac- 
counting and auditing provisions of the 
law have in effect been written by ac- 
countants. The excellence of this job 
in securing a pattern of law, which is 
almost certain to be followed by the Do- 
minion as well as other Provinces, is the 
best evidence of the progress we have 
made in this country. When we com- 
pare our numbers with those compris- 
ing the profession in England and the 
United States, we can be reasonably 
proud of our Canadian achievement. 
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The Canadian Problem 


There is, however, in our situation in 
Canada cause for some concern. We 
have a real difficulty in knowing how to 
maintain suitable progress in research 
without a prod or stimulus such as our 
American colleagues have in S.E.C. True, 
the British profession also is free of any 
compulsion in this matter but there the 
profession is very much larger, and also 
the incorporated accountants and the 
chartered accountants of Scotland and 
England and Wales, respectively, form 
three top-notch professional bodies, each 
seriously concerned with this task and 
each thereby tending to stimulate the 
effort of the other two. In Canada, we 
are on our own and in such circum- 
stances we ourselves must make a special 
effort. I regard the need for progress 
in research as the major problem of our 
Canadian Institute and hope that as soon 
as the members come to understand the 
nature of the problem, they will develop 
a common determination to do the job 
well. 


In addition to building the organiza- 
tion and financing it, we must add other 
ingredients if we are to be truly suc- 
cessful; that is, we must lend more 
than lip service to our objectives. There 
must be a genuine conviction throughout 
the profession that these matters are im- 
portant to us, and our efforts to main- 
tain a respectable rate of progress are 
to be supported, even to the point of 
making personal contributions by serv- 
ing on committees or writing for our 
magazine. If we can come to think in 
such terms, it is quite certain that we 
shall maintain a creditable pace. 


Modern accounting is not static but 
dynamic in its role as a measure, in its 
value as a management instrument, and 
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in its social significance of providing a 
means of communication. The task of 
going forward with its development in 
all phases is the challenge which the 
modern profession faces. The need is 
very clear, the opportunities many, and 
the rewards can be great indeed. 


The attributes of personal integrity 
and independence inherited from our 
Scottish forebears are today an essential 
part of the equipment of the profes- 
sional accountant. They are positive not 
negative qualities. Integrity means more 
than not being dishonest: independence 
is much more than not being subservient. 
In their very nature, they are immeasur- 
able and efforts made to find a means 
of measurement have sometimes had 
rather unfortunate results. 


Effect of the S.E.C. Regulations 


A rather interesting trend which start- 
ed a few years ago in the United States 
had quite an effect on the thinking of 
the practising profession in that coun- 
try. In an effort to secure the greatest 
possible detachment and objectivity by 
the public accountant, the S.E.C. began 
to lay great stress on his independence 
and drew up for him a number of rules 
and definitions. Some of these were 
pretty far-reaching and, while possibly 
appropriate to a large country like the 
United States, seemed somewhat extreme 
and unsatisfactory to Canadian practi- 
tioners. 

Among the many ways in which the 
accountant was said to lose his independ- 
ence was through participating in or ac- 
cepting responsibility for any decisions 
of a company, whether in policy matters 
or in individual business transactions. 
From refraining from participation in 
business decisions it was only a short 
step to ignoring business considerations 
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entirely. While the trend has been ar- 
rested or even reversed, it represented 
a retrograde step and one which by and 
large Canadian practitioners avoided. 


A Great Chance for Service to Clients 


One of the great strengths of the Can- 
adian practitioners has been their con- 
stant effort to be of the greatest possible 
help to their clients. The services ren- 
dered have very often spilled over from 
accounting and auditing into the area of 
general business counselling. Theoreti- 
cally, advising a client on a business mat- 
ter and having that advice proved wrong 
could compromise an auditor in passing 
on the adequacy of the client’s disclosure 
to his shareholders. In practice this sit- 
uation will not arise once in a hundred 
times: moreover, there is good reason 
for confidence in the ability of our Can- 
adian practitioners to face up to their 
responsibilities in any citcumstances. 


This question of helping our clients to 
the limit of our ability, which is one of 
the essential characteristics of the profes- 


sional man, is terribly important. The 
profession’s great chance for service came 
with the build-up of taxation and in that 
field we still find probably our greatest 
opportunity, but there are a number of 
other areas, including in fact the whole 
range of ordinary business transactions, 
in which, because of our broad experi- 
ence, we are often able to be of great 
service. 


It is consistent with this aspect of our 
client relations, also, that we should be 
able to offer specialized services of vari- 
ous sorts. An increasing number of our 
practitioners are equipping themselves, 
through the employment of specialist 
personnel and creation of special depart- 
ments and organizations, to offer ser- 








214 THE CANADIAN CHARTERED ACCOUNTANT 


vices of the type performed by manage- 
ment consultant firms. 

This has undoubtedly caused a few 
raised eyebrows and we will always have 
in our ranks some who are constitutional- 
ly opposed to change and who prefer to 
stick very closely to the traditional task 
of auditing. On balance, however, the 
practising side of the profession in Can- 
ada tends to be aggressive and to be- 
lieve, properly I feel, that there is no 
basic conflict between our function as 
auditors of companies and our activities 
as consultants, advisers or specialists. 
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That seems to be the most cheering 
aspect of the whole picture. In that 
mood will the profession play its most 
useful part on the Canadian scene. On 
such terms will it deserve the respect and 
regard of the business community in the 
fullest sense. And providing we are 
mindful, in our day-to-day work, of our 
continuing responsibility for the im- 
provement of the art of accounting, and 
to that end keep our sights up, there 
can be no doubt about the future growth 
of our profession in numbers, stature. 
and influence. 


THE KINGDOM OF HEAVEN 


The island of Lundy was once nicknamed The Kingdom of Heaven be- 
cause it was owned by a clergyman with that celestial name. He sold it in 
1925 for £16,000 to a London financier, one Martin Coles Harman, whose 
recent death turned the spotlight of publicity on Lundy; but if the complete 
absence of taxes constitutes heaven — as it may well seem to a tax-ridden world 
— the island still deserves its name. 

This tiny, bleak, rocky piece of land, with sheer cliffs descending to the 
sea, lies in the Bristol Channel between the coasts of Devon and Wales, and 
was once a favourite haunt of smugglers. When Harman bought it, he set up 
a miniature feudal state, with himself as self-styled “King”, and ruled its 
handful of inhabitants with a sort of benevolent despotism from the castle where 
he lived. He was the sole employer on the island; he sacked the postmaster 
and took over the responsibility for the mails, issuing postage stamps with his 
own head on them; further, he coined his own money, the coins showing his 
own head on one side and a picture of a puffin — a sea bird of the auk family 
whose feathers had once been the basis of flourishing trade with the mainland — 
on the other. Harman had few overheads — no army, no navy, no civil service, 
so he got along nicely without taxes. All wine and liquor, in the absence of 
customs and excise taxes, is free of duty on Lundy — and the island’s one tavern 
is always open. 

Lundy somehow “got lost” from the political body of Britain and exists 
as a community by virtue of some ancient royal charters. Harman contended 
that because the island was outside the three-mile limit it was also outside British 
jurisdiction; but the British government didn’t altogether agree and in 1930 Har- 
man was fined for coining his money, and later lost an appeal in the Courts. 


But there are still no taxes on Lundy. 
—From Canadian Tax Journal, Jan.-Feb. 1955 
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An Evaluation of the Auditor 


By C. K. MacGiiuiivray, F.C.A. 


Management Needs Consultants 


DAY so much information is 

needed to direct an enterprise that 
paper work and the accumulation of 
figures and of operating data have as- 
sumed tremendous importance. The 
office has become the nerve centre and 
point of control of the whole organi- 
zation. It is in the office, and by use 
of its records and facilities, that almost 
all important plans for the future are 
made. Men who are skilled in the use 
of office and statistical records, and 
experienced in the solving of business 
problems, are in the forefront of those 
whose advice is valuable to manage- 
ment. Realizing their own human 
failings, executives are not trying to 
make all decisions themselves but are 
relying to a greater and greater extent 
on the assistance of specialists and 
other qualified persons whose opinions 
may be of help in forming reliable 
judgments. 

Sometimes advice is offered too free- 
ly, and sometimes the source of good 
advice is close at hand but is over- 
looked. I know a man who was im- 
bued with the idea of systematizing 
everything, and felt that his wife, who 
used to be a very competent secretary, 
would appreciate some ideas on in- 


creased efficiency and control in the 
way she operated their domestic estab- 
lishment. After quietly studying her 
procedures for a week, he finally pro- 
duced for her after dinner one night 
a list of some two dozen suggestions 
for economies and the improvement of 
her housework methods. She did not 
take to this interference very kindly. 
Shortly after, she visited him in his of- 
fice on three different days, and later 
handed him a list of criticisms of what 
she saw there. These included such 
things as the clutter of papers on his 
desk and window sills, his illegible 
writing, the careless way he answered 
the telephone, lighting, 
some apparent idleness among the of- 
fice staff, and the fact that there were 
insufficient telephone lines. His first 
reaction was one of resentment and he 
expressed it quite forcibly. How- 
ever, a day’s thinking made him realize 
that there was good reason to some of 
her criticisms and he was quick to make 
amends. The upshot, he said after- 
wards, was that each adopted some of 
the other’s suggestions, and indeed that 
several of hers proved quite worth- 
while. 


inadequate 


The average auditor is a quiet intro- 
spective man, often sufficiently retiring 


An address to the National Office Management Association, Hamilton, December 1954 
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to be reticent about the extent of his 
knowledge of business in lines other 
than straight accounting, auditing, or 
taxation. Long hours and years of 
exacting bookwork tend to make him 
so. Nevertheless, his studies and ex- 
perience have covered a multitude of 
practical business matters. 


Your Auditor’s Experience 

There is little need to describe the 
long intensive course of study and 
training which must be taken by a pros- 
pective chartered accountant, and the 
variety of practical experience which 
he must obtain before he qualifies for 
membership in his professional body. 
Suffice it to say that any young man 
of average intelligence and with an 
inquiring mind, exposed to this kind 
of training and available knowledge, 
cannot help but assimilate a wealth of 
useful information and develop a broad 
insight into the problems of business. 
When several such men are banded to- 
gether in a single accounting firm, 
their collective experience is enlarged 
for the benefit of their clients. 


Broader Horizons 


Mr. Charles E. Fernald, C.P.A. of 
Philadelphia, wrote an article entitled 
“Management Services Provided by the 
Independent Accountant” in The Journal 
of Accountancy, November 1946. In it 
he has suggested that the scope of the 
professional accountant in providing 
management services to his clients 
might include: cost analysis and con- 
trols, corporate analysis and reorgani- 
zation, inventory checks and controls, 
budgets and forecasts, systems and pro- 
cedures, coordination, sales analysis, 
statistical studies, advice on office 
equipment, forms standardization, of- 


fice job evaluation and personnel re- 
lations, evaluation of executive func- 
tions, compensation methods and in- 
centive plans, pension and profit-shar- 
ing plans. 


In addition, an auditor can render 
a valuable service to his clients by 
finding them suitable accounting and 
executive personnel, by staff training, 
by reorganizing filing systems and of- 
fice layouts, by providing supplemen- 
tary counsel on investments and estate 
building, by assisting with succession 
duty and sales tax problems, by acting 
as a company’s secretary, as joint execu- 
tor or as an intermediary in confiden- 
tial negotiations, by preparing briefs 
to the government, by suggesting im- 
provements in purchasing, selling, 
credit, and collection methods. 


Not a Specialist 

I am not suggesting that the auditor 
knows the answers to all the problems 
of management. He certainly does not. 
He knows very little about plant lay- 
outs, industrial engineering, time and 
motion studies, market research or 
other manufacturing, distribution and 
selling techniques. Those are the 
proper fields of the industrial and sales 
engineers. Nor does the auditor claim 
to be a specialist in insurance, invest- 
ments, labour relations, or export mar- 
kets, all of which have their own ex- 
perts. 


The auditor may be looked upon, 
however, as a general practitioner 
whose broad background of knowl- 
edge can be useful, and who can diag- 
nose many weaknesses of a business, 
suggest remedies and, where necessary, 
indicate which other specialist should 
be engaged. Care must be exercised by 























1955 


the auditor not to venture professional 
opinions or take assignments on mat- 


ters which he does not fully compre- 


hend. 

It should be made clear that these 
remarks pertain principally to the 
small and medium-sized enterprise 
where the administrative staff does not 
exceed about 200. Usually, larger 
companies have a greater number of 
executives to pool ideas and can af- 
ford to give full-time employment to 
the specialists they need. Even then, 
the opinions of the auditors are help- 
ful in supporting a judgment and, 
since they have a detached viewpoint, 
in making sure that no important mat- 
ter is being overlooked. 


Examples 


To convey some idea of the assist- 
ance which auditors have given to their 
clients outside their accounting field, 
here are a number of examples which 
have actually happened. 


Reducing Warehouse Costs 


In the first instance, a practising ac- 
countant in Ontario was reviewing with 
the president the annual profit and loss 
statement of a small client company 
and pointed out the very sizable in- 
crease in warehouse transportation ex- 
penses. The president explained that 
it was unavoidable because the growth 
of business had made it necessary to 
rent a warehouse on the outskirts of 
the city for storing materials and fin- 
ished goods. At the same time a truck 
had been purchased to transport goods 
back and forth between the plant and 
the warehouse. The auditor then cal- 


culated the total cost of using this 
warehouse; he included rent, business 
tax, truck expenses, driver’s wages, ex- 
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tra loading and unloading costs, and 
the less effective use of warehouse 
labour. The figure he arrived at was 
so high that he suggested that the com- 
pany build its own warehouse on some 
unused land it owned beside its plant. 
He proved his point with comparative 
figures. 

The president was impressed, but 
stated that they could not take advant- 
age of this idea for several years be- 
cause the expansion of the business had 
brought the bank borrowings of the 
company to its authorized limit and it 
was consistently short of funds. The 
auditor made some discreet enquiries 
of a building contractor client and 
learned that a heating installation and 
expensive construction would not be 
necessary. With the president’s con- 
sent, he obtained a rough estimate on 
the proposed building and found the 
cost less than originally thought; 
whereupon he assisted the company 
with a plan to refinance the existing 
mortgage, extending it to cover the 
new building so that funds were pro- 
vided to pay for its construction. The 
final result was a saving of a little 
over $5,000 per annum and some un- 
measured efficiencies. 


Opening a New Avenue of Thought 


Another auditor was preparing 4 
manufacturing statement for a com- 
pany which did not have many manu- 
facturing processes in its factory. His 
eye suddenly fastened on the size of 
certain costs. He requested permission 
to inquire into the unusually high per- 
centage. of indirect labour which was 
going into the factory cost of the fin- 
ished products. It seemed to bear some 
similarity to a situation which he had 
observed being corrected by some in- 
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dustrial engineers in another plant two 
years before. He was asked to make a 
quick survey of the situation. He 


spent only a couple of hours in the : 


plant studying the matter before he 
was convinced that the same remedies 
he had seen used before were needed 
here. By explaining the ideas of re- 
situating certain plant departments and 
stock depots and of making use of lift 
trucks and special stacking techniques, 
he opened a whole new avenue of 
thought to his clients. They were then 
able to pick up his suggestions and 
carry them on from there, employing a 
firm of industrial engineers for the 
specific purpose and saving themselves 
a very tidy annual sum. 


Lowering Administrative Expenses 

A very busy comptroller once told 
the auditor that he was concerned 
about the size and persistent increase 
in his administrative expenses, although 
the sales volume was holding fairly 
level. The auditor stated that he 
thought something could be done about 
it, whereupon he found himself 
promptly engaged to put his ideas in- 
to practice. He studied the forms in 
use and redesigned more than half of 
them, providing for more copies in 
certain cases and eliminating others. 
Although allowing each department 
head one secretary, he recommended 
the creation of a stenographic pool for 
other typing work which was found to 
save the wages of several typists. He 
planned a consolidation of the filing 
system. He observed some excess of- 
fice space, and by rearranging the 
whole office layout, he was able to free 
three offices in a single area which 
were later rented to produce revenue. 
After adopting these and other sug- 


gestions, his clients found their ad- 
ministrative costs perceptibly reduced. 


Introducing Two of a Kind 


Another instance involved the com- 
prehensive study of truck and deliv- 
ery costs which a dairy client was com- 
mencing. The auditor, on learning of 
this, advised the manager of a similar 
study which had already been made 
by a client in the baking business. He 
introduced the managers of the two 
companies to each other, and the latter 
found they could exchange a great deal 
of useful information not only on de- 
livery costs but on incentive plans for 
drivers and on radio and television ad- 
vertising. 


Temporary Management 


Another accountant stepped into the 
role of management supervision for 
several months when the president and 
general manager of a prosperous small 
business both died very unexpectedly. 
(The business was not competitive with 
the operations of any of his clients.) 
Because of his intimate knowledge of 
the business as a result of many years 
of service to it, the accountant was 
able to manage it effectively and pro- 
fitably until more permanent arrange- 
ments could be made. 


Analyzing Salesmen’s Commissions 


There was a case where an auditor 
developed, in cooperation with the 
chief accountant of a company, a state- 
ment indicating that salesmen’s com- 
missions were more revealing if they 
were lined up so as to show the profit- 
ability to the company of the individ- 
ual sales. Consequently, revised com- 
mission statements were produced 
which indicated that the compensation 
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plan for the salesmen gave insufficient 
consideration to the profitability of 
each sale. Under these conditions, the 
salesmen made a very inadequate ef- 
fort to obtain a top sale price or to 
push unpopular or low commission 
lines; they were better off if they made 
a greater number of sales at lower 
prices, indeed sometimes at prices 
which left little or no net profit. The 
auditor evolved a new compensation 
plan which gave salesmen a commis- 
sion based on the net profit of the 
sale, and the result was to create a sur- 
prising improvement in the amount of 
net trading profit for the company. 


Planning for Succession Duties 


Very frequently the auditor of a 
company is the first to notice the in- 
volved and difficult position of the 
owner of a small private company re- 
lating to the succession duties which 
his estate will be obliged to pay on his 
death. It is the auditor, too, who is 
first aware of the absence of cash to 
take care of these duties without a 
possible sacrifice sale of the business. 
One case involved a very successful 
man who had developed a profitable 
business and continued to plough back 
into it the entire earnings and most of 
his worldly wealth, When the au- 
ditor brought this dangerous situation 
to his attention, the estimated succes- 
sion duties were in excess of $100,000 
and here was inadequate life insurance 
and other cash funds available to meet 
them. The owner had hoped that own- 
ership of the company could be passed 
on to his two young sons at his death, 
but this would not have been possible 
under the circumstances. 

The auditor brought the president’s 
lawyer and a competent insurance ad- 


viser into the conference. With their 
help he made plans which included 
a recapitalization of the company, put- 
ting a considerable amount of redeem- 
able preference shares into the hands of 
the owner. He also arranged for extra 
remuneration to be paid to the two 
sons so that after paying income tax 
thereon, they were able to pay prem- 
iums on two new life insurance policies 
which they applied for on the life of 
their father. The proceeds of this in- 
surance would be used to buy the pre- 
ference stock held by the father at the 
time of his death, so that his estate 
would be placed in funds. Arrange- 
ments were also made for the maximum 
amount of tax-free cash gifts to be 
transferred annually from the father 
to the sons, who then used these cash 
gifts to purchase common shares from 
the father. The father, by his owner- 
ship of the preference shares which 
were voting, was able to control the 
company until the time of his death, 
but at that time the succession duties 
resulting from this plan and a change 
in his will were reduced to some $50,- 
000, and the transfer of the business 
to his two sons was smoothly and easily 
conducted. The whole family was 
grateful to the auditor for spotting the 
danger and planning the way out. 


A Member of the Team 


Executives of small and medium- 
sized companies who recognize that 
their auditors have a wealth of useful 
knowledge which may be tapped and 
who feel the need of independent ad- 
vice will do well to consider the bene- 
fits of making their audit firm a mem- 
ber of the management team. Experi- 
enced auditors make good primary 
consultants on matters relating to the 
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office or controls maintained from it, 
on organizational planning, and on 
general managerial policies. They have 
already gained a familiarity with a 
client's business and its personnel, they 
know many of its secrets, and they 
understand how to find the information 
they require. They need less brief- 
ing, they are usually handy for confer- 
ences, and their fees are lower than 
most special independent consultants. 
A client can, moreover, often call upon 
a particular man in the firm who may 
have specialized to some extent on the 
matter he has in hand and in whom he 
has confidence. 


Commercial and financial concerns 
are beginning to realize the broader 
benefits to be obtained from their 
auditor’s counsel and are turning to 
them more and more. Progressive ac- 
counting firms appreciate the expand- 
ing area of demand and are preparing 
themselves to give their clients a wider 
service. Some have established a man- 
agement consulting department in 
which several qualified men are kept 
busy assisting their clients with special 
problems. Others have now allotted 
specialties among their senior men and 
have trained each man to be particular- 
ly conversant with matters in that field 
Nowadays people talk about “the man- 
agement audit’’ which involves an in- 
dependent survey and report to the 
executive of a company on its organ- 
ization, methods, plans, and policies. 


Suggestions 
If a client does decide to call upon 
its auditors and their experience for 
ideas beyond their audit and tax func- 
tions, it should have a definite under- 
standing with them about it and en- 
courage their enthusiasm. This will 
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tend to make them more observant, 
analytical, and critical of procedures 
and management plans and _ policies 
than they would be ordinarily on 
an ordinary audit engagement when 
struggling to keep their audit hours 
down and to meet a tight time schedule. 

The following suggestions may be of 

value: 

1. For any special time-consuming ad- 
visory function, have an understand- 
ing with them for a fee apart from 
that for the audit. 


2. At the outset and at intervals, dis- 
cuss with them the matters which 
either client or auditor thinks need 
examination or review. 

3. Specifically authorize any detailed 
investigation they may wish to 
make, before they proceed to spend 
a lot of time on it. 

4. Have them make their reports in 
writing. 

5. If possible, avoid importuning them 
for special advice in the busy 
months from January to April in- 
clusive. 

6. Supply them with copies of special 
reports, important letters, or other 
documents which relate to man- 
agerial functions and may help 
them to comprehend fully your 
plans and policies. 

7. If your financial year end is Decem- 
ber 31, and your natural year end 
is any other time, change from 
December 31 to that other date. 


8. If you feel you need to cut down 
on the audit fee to afford the con- 
sulting fee, perhaps you can. Try 
obtaining a pad of the auditors’ 
working papers and having your 
own staff prepare for them trial 
balances thereon at the year end, 
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and also prepare such schedules and 
analyses of inventories, deferred 
charges, changes in fixed assets, ac- 
crued liabilities, etc. as the auditors 
may need. Avoid leaving im- 
balances for the auditors to find; 
maintain the system of internal 
check fully and effectively to re- 
duce audit tests; have carbon copies 
of minutes and other verification 
papers made for them; and take 
such other means of helping the 
auditors economize on their audit 
time as they may suggest. 


Conclusion 

In developing the theme of this 
paper I fear that I have become overly 
complimentary about my own profes- 
sion, but perhaps public accountants 
need a bit of praise occasionally. 

Once a close business friend from 
out of town came to our city for sev- 


eral days, and since he knew my fam- 
ily I invited him home for dinner for 
two consecutive nights. The first 
night we caught my wife, who is a 
wonderful cook, by surprise. She had 
just had the misfortune to bake a cake 
which was well below her usual high 
standard. However, my friend went 
out of his way to praise the cake high- 
ly. The next night, my wife was ready 
for him with a cake which was just 
about perfection. I know it seemed to 
melt in his mouth. But this time he 
made no comment. Finally, she said 
to him, “I can’t understand you. Last 
night you complimented me on a cake 
which wasn’t very good. Tonight you 
haven’t said a word about one I 
thought was quite successful.” I 
thought my friend’s reply was very 
appropriate. He said, ‘That first cake 
needed a bit of praise.” . . . And so 
perhaps it is with public accountants! 





DISTRESS SIGNALS 


While Lord Macaulay will never go down in history as a competent stock 
market analyst, he gave some excellent advice back in 1830 to those people who 
would consider distress signals as a permanent stoppage to industrial activity. 
“The present moment”, Macaulay wrote, “is one of great distress. But how 
small will that distress appear when we think over the history of the last 40 
years; a war, compared with which all other wars sink into insignificance; 
taxation, such as the most heavily taxed people of former times could never 
have conceived; a debt larger than all the public debts that ever existed in 
the world added together . . . . Yet is the counry poorer than in 1790? .... 
Now and then there has been a stoppage, now and then a short retrogression; 
but as to the general tendency there can be no doubt. A single breaker may 
recede; but the tide is evidently coming in.” 


—From “The Long Bull Market”, by E. C. Gould, 
published in The Monetary Times, February 1955 





The Chartered Accountants Course 
of Instruction 


By W. G. LEONARD, F.C.A. 


Toward Greater Uniformity 


_ profession of accountancy is one 

of the youngest of the recognized 
professions. In Canada, the accounting 
profession gets along with much less in 
the way of formal organization than, for 
example, the professions of law and 
medicine. We have, however, made one 
concerted effort as a profession which 
has some features that are unique. We 
have established and maintained uniform 
examinations from coast to coast as a 
basic qualification for entry into the pro- 
fession. We have established our own 
correspondence course, the content of 
which is used by some students in all 10 
Provinces and by the majority of students 
i. most of them. Some of our members 
think we should press for greater uni- 
formity until we have only one course 
used by all our students from coast to 
coast. Others of our members praise the 
virtues of diversity and the advantages of 
experimentation and _cross-pollenization 
in the garden of ideas. It is appropriate 
to mention here some of the compromises 
worked out in recent years between the 
advocates of uniformity and the advocates 


of diversity. 


Provincial Control of Education 

In formulating educational policy for 
the profession, we can never forget that 
under the terms of the British North 


America Act legislative power over edu- 
cation is provincial. Each year the pro- 
fession holds a uniform examination; this 
examination is adopted by mutual agree- 
ment as the official examination of each 
of the appropriate bodies possessing pro- 
vincial charters granted to them by 10 
free and independent jurisdictions. Our 
Board of Examiners-in-Chief is a sub- 
committee of the Committee on -Educa- 
tion and Examinations of the Provincial 
Institutes. This latter committee meets 
each year at about the same time as the 
Canadian Institute, but it is not a com- 
mittee of that Institute and its decisions 
are more in the nature of agreements 
between sovereign powers than statutes 
of a legislature. 


Short History of the Courses 

Away back in 1920 the Ontario In- 
stitute of Chartered Accountants and 
Queen’s University came to an agreement 
whereby a course of instruction was es- 
tablished for students in accounts who 
enrolled with the registrar of the On- 
tario Institute. This was known as the 
course of instruction of the Institute of 
Chartered Accountants of Ontario estab- 
lished and directed in accordance with its 
charter, by-laws, and regulations and ad- 
ministered by Queen’s University in ac- 
cordance with the regulations laid down 
by the Institute. Down the years, the In- 
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stitutes of many of the other Provinces 
made their own independent decisions to 
adopt the Ontario course for the use of 
their own students. Finally there came 
a time when all ten Institutes agreed 
among themselves to consult together on 
revising the content of the courses, 
changing their official name and volun- 
tarily adopting them as the joint effort 
of the profession in Canada. The annual 
report of the Canadian Institute of 
Chartered Accountants for the year 1951 
reports the arrangements made at that 
time as including the following: 


It was agreed that a sub-committee of the 
Committee on Education and Examinations 
be constituted in relation to courses of in- 
struction, to be composed of 10 members, 
one to be nominated by each provincial 
Institute, the Ontario appointee to such 
committee to be chairman for the time 
being: that the function of this sub-com- 
mittee be to advise and co-operate in 
regard to courses of instruction and to 
maintain liaison with the Board of Ex- 
aminers-in-Chief and with any other com- 
mittee dealing with the subject of educa- 
tion: that notices of meetings of the Board 
of Instruction of the Ontario Institute and 
copies of minutes of that Board be sent to 
each member of the proposed advisory sub- 
committee and that members of such sub- 
committee be granted the privilege of at- 
tending meetings of the Ontario Board of 
Instruction as observers: that the name 
of the course be changed to the Chartered 
Accountants Course of Instruction. 


Apparently each of the provincial In- 
stitutes found these proposals to its lik- 
ing, for they have been in effect ever 
since. 


Complete Revision 


The complete re-writing of the course 
material was based on a series of pro- 
posals raised by various educational com- 
mittees and individuals and was under- 
taken as a sort of five-year plan which 
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still continues. The revised first year 
course went into operation in 1952-53, 
the revised second year course in 1953- 
54, and the revised third year course in 
1954-1955. The revised fourth year 
course is in process of preparation for 
1955-56, and the revised fifth year 
course is planned for 1956-57. 

The various steps in the preparation 
of each single lesson may be of interest. 
First, the lesson is written in preliminary 
draft form. Then it is typed and cir- 
culated among the five chartered account- 
ants other than the course director who 
are attached to the academic staff of 
Queen’s University. They are asked to 
review the lesson and submit their crit- 
icisms and comments to the course direct- 
or who edits the lesson and has it re-typed. 
It is then submitted for review by two 
members of the Board of: Instruction of 
the Ontario Institute who review the ma- 
terial from the viewpoint of practising 
members of the profession. When these 
reviews are returned to the course di- 
rector, the lesson undergoes final editing, 
all outstanding disputes are resolved by 
correspondence or, if necessary, are held 
over until the next meeting of the Board 
of Instruction. Finally the lesson is 
approved for preparation as printer's 
copy. Perhaps one of the chief benefits 
of the process is the liberal education 
which is being acquired by the course 
director! 

The major re-writing of the courses is 
an additional task over and above the 
continuous review and revision of ma- 
terial which always takes place as a 
matter of routine whenever any course 
lesson comes up for reprinting. This 
happens about once in three years for 
every lesson except those such as the 
income tax lessons where the factor of 
obsolescence is abnormally rapid. 
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Survey of Size of Task 


Perhaps we should now attempt a 
bird’s eye view of the educational effort 
of our profession in Canada today. Pro- 
fessional accountants in Canada as else- 
where have found themselves for some 
years now in a seller's market in which 
their services are vigorously sought and 
the bidding has been brisk and unin- 
hibited. The demand for trained men 
has been so pressing that we have been 
processing graduates through our pro- 
fessional offices at break-neck pace, losing 
a large proportion of them to industry, 
commerce, and government soon after 
they graduate and questing far and wide 
for students to refuel our training pro- 
cesses. The seller’s market which has 
existed and continues to exist for trained 
accountants is a tribute to the reputation 
so richly deserved by our forefathers in 
the profession. Our first duty is to keep 
our educational standards and our train- 
ing methods at a high level qualitatively 
so that our graduates will continue to 
deserve the respect of the business com- 
munity and the envy of our imitators. 


While it has been necessary to go into 
mass production of chartered account- 
ants, we should be none the less resolute 
to keep the quality high. This is a 
matter of some practical difficulty. Apart 
from the Provinces which manage their 
own courses of instruction, in 1953-54 
there were 1543 students enrolled for 
a complete course, plus 319 re-enrolled. 
Each student enrolled for a full course 
is responsible for submitting 26 exercises 
during the course of one year. This 
produces a total volume of approximately 
40,000 exercises a year. Each exercise is 
in the mail four times. First the student 
mails it to the university whose records 
credit him with its submission. Then 
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the university mails it to an instructor 
who grades and criticizes it before mail- 
ing it back to the university. The grade 
is recorded on the university records and 
the lesson is returned to the student. 
Simple arithmetic indicates that the uni- 
versity handles approximately 160,000 
mailings of exercises inward and outward 
in the course of a single year. 


The grading and criticism of the 
lesson exercises require the assistance of 
a veritable small army of instructors. Our 
instructors in accounting and auditing are 
all qualified chartered accountants, mostly 
in professional practice. Our instructors 


in law are either chartered accountants or 


lawyers. Our instructors in economics 
are graduate economists. The instructors 
assist us on a part-time basis which means 
that most of them devote many of their 
evenings and week-ends to their partici- 
pation in the educational program of the 
profession. Each lesson is allocated to a 
number of different instructors in an 
effort to avoid imposing too great an 
over-load on any one individual. Most 
of our instructors reside in cities in On- 
tario other than Kingston, and communi- 
cation with them, as with the students, 
is exclusively by mail. 


Some Qualitative Problems 


Necessarily an educational program of 
the size indicated is replete with tactical 
problems. One constant source of worry 
is the failure of many students to use 
the courses in the way the courses are 
designed to be used. As a result these 
students fail to obtain maximum benefit 
from their studies. 


The basic plan and intention of the 
courses is that students shall study sys- 
tematically week by week and submit 
exercises at the rate of one per week at 
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the same time as they are acquiring their 
practical training. At the time each stu- 
dent enrols in a course, he promises in 
writing that he will abide by the sched- 
ule of lesson due dates printed on the 
application form. Too many students 
fail to keep their promises. Perhaps that, 
in itself, is an indication of the in- 
ability of these individuals to measure 
up to a professional standard. 


It is no accident that the provincial 
Institute which has most effectively car- 
tied out a policy of enforcing the rules 
governing lesson submission, namely 
British Columbia, has had the greatest 
degree of success in the uniform exam- 
inations. The Chartered Accountants 
Course of Instruction gives each student 
approximately 18 extra weeks over and 
above the 26 weeks in which lessons 
should be submitted. It is extremely 
doubtful whether the degree of leniency 


permitted is in the best interests of the 
students as its seems to encourage many 
of them to persist in undesirable study 


habits. In a profession where personal 
integrity is so much to be desired we find 
too mafiy students wilfully ignoring their 
promises and too many employers re- 
questing special consideration for stu- 
dents who have done so. 

There is much to be said for the view 
that it should be beneath the dignity of 
a professional body like our own to per- 
mit the flouting of rules established for 
the benefit of the students. If there is 
something wrong with the rules they 
should be amended; otherwise they should 
be enforced. 


Advantages of 
the Correspondence Method 
The facts of Canadian geography and 
the distribution of Canadian business 
centres make it mandatory that our basic 
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course of instruction — if we are to have 
one — be a correspondence course. Many 
of our members regard this as unfortun- 
ate, as a situation which cannot be cured 
and therefore must be endured. There 
is a widespread feeling that it would be 
much better if we could have lecture 
courses for all our students and so dis- 
continue our reliance on the correspond- 
ence method. 


This viewpoint is certainly under- 
standable and seems widely held. How- 
ever, it may be salutary to point out that 
there is no royal road to learning and 
that the correspondence method as we 
use it has some advantages to set along- 
side its more obvious disadvantages. 


One obvious advantage of the corres- 
pondence method is that it permits stu- 
dents who make proper use of it to 
view practical applications of their 
theoretical knowledge at the same time 
as they are learning the theories. The 
theoretical background cannot have the 
same meaning for students lacking first- 
hand contact with the world of affairs. 


The correspondence method permits 
greater flexibility in scheduling times 
of study than does the alternative method 
of evening lectures. However, for stu- 
dents who are unable to discipline them- 
selves this may be a disadvantage and 
not an advantage. 


One of the major advantages of the 
correspondence method from the point of 
view of the profession is that it does not 
require exercise of self-discipline on the 
part of the student. In other words, it 
is a good test of moral fibre. A student 
who, in the pursuit of his own best 
interests, uses his will power to keep 
his nose to the grindstone experiences in 
that way a very valuable and rewarding 
discipline. He acquires a sturdy self- 
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reliance and an independence of outlook 
which are important qualities for any 
person who aspires to professional status. 

Another advantage of the way the 
correspondence course is operated at 
present is the emphasis we are able to 
maintain on practical up-to-date applica- 
tions of the techniques described in the 
courses. We obtain the assistance of 
practising members of the profession 
both in reviewing the lesson material and 
in criticizing and grading the students’ 
exercises. We thus avoid any dangers 
of becoming too academic and imprac- 
tical. We have approximately 150 quali- 
fied professional people helping us as 
part-time instructors at all times. 

It is necessary to admit that our meth- 
ods do not and cannot be expected to 
produce uniformity in the grading of 
students’ exercises or in the comments 
made by instructors. But this also brings 
its advantages. One instructor may 
emphasize one point of view and another 
may insist on a different point of view. 
While this may perplex the student, it 
also is likely to aid him in developing 
a professional outlook. The practice of 
a profession involves the exercise of per- 
sonal judgment in complicated and 
puzzling situations. The leaders of the 
profession sometimes disagree on import- 
ant points of principle or policy. It is 
not overstating the case to assert that, if 
a chartered accountant is never perplexed, 
he is not a good chartered accountant, 
and if a student is never perplexed he is 
not a good student. The remedy is not 
found in producing a false uniformity 
or giving a student too complete a 
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grounding in the personal prejudices of 
some one teacher or group. 

We cannot do a good job of educat- 
ing students by pretending that the world 
of business is either easy or simple. We 
must teach our students to stand on their 
own feet, to think for themselves, and 
to develop a sturdy independence of out- 
look. The students who aspires to do 
well in examinations or in practice must 
have gained proficiency in working diff- 
cult problems under self-imposed exam- 
ination conditions. 


The student who has the courage to 
do his own work, make his own blunders, 
and work out his own salvation will soon 
do well in any course of instruction that 
is basically sound in content regardless 
of how it is administered. 


Therefore, it is an advantage rather 
than a disadvantage that the nature of 
the correspondence method provides a 
testing ground of the tough-mindedness 
and moral stamina of the individual stu- 
dent. When a student enters the exam- 
ination room, he stands alone. When 
a practitioner advises his client, he 
stands alone on his own personal re- 
sponsibility regardless of any  assist- 
ance he may have obtained in form- 
ulating his opinions. In each case, pre- 
vious experience in standing alone is 
necessary so that members and students 
of our profession will have become so 
accustomed to assuming an erect and 
dignified posture — whatever the difh- 
culties or dangers — that they are able 
to appear confident and at ease whenever 
they are thrown on their own resources. 
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Some Questions about 
“Working Capital” 


By Howarp I. Ross, O.B.E., C.A. 


Ww accountants speak of work- 

ing capital they refer to the ex- 
cess of current assets over liabilities. 
This has become an extremely popular 
ratio, and in fact it probably gets more 
attention than any other financial statis- 
tic except the annual net profit. There 
are probably very few annual reports of 
corporations which do not contain a ref- 
erence (usually a complacent one) to 
“working capital”. Certainly there is a 
general inclination to think that an in- 
crease in working capital is always a 
“good thing”. 

In view of the general veneration of 
working capital, it is somewhat surpris- 
ing to find how many extremely success- 
ful companies are chronically short of it, 
and this might encourage us to take a 
critical look at this popular ratio. 


The Elements of Working Capital 

The first thing to notice is that the 
assets included in the working capital 
calculation are of two quite different sorts. 
In the first place there are genuincly 
working items — assets which are essen- 
tial in the carrying on of business, such 
as receivables, inventories, and prepaid 
expenses. The second type of assets in- 
cluded is quite different. Properly speak- 
ing they are assets that do not “work” 
at all. They consist of cash, bank bal- 
ances, and marketable securities (which 
are of course investments of surplus 
cash). This type of asset is reserve 


buying power not in use at the balance 
sheet date. 


The current liabilities are also of two 
types. There are genuinely working 
items which arise in the course of opera- 
tions, such as accounts payable and ac- 
crued expenses. On the other hand 
there are some current liabilities which 
are the counterpart of bank balances, 
such as overdrafts, loans, and some types 
of demand notes. 


It is impossible to interpret an in- 
crease or decrease in the amount of work- 
ing capital properly without sorting out 
these diverse elements. Perhaps we can 
see this best by considering a simple 
illustration. Let us imagine a company 
whose working capital has increased 
during the year by $200,000. The re- 
port of the directors will point to the 
fact with pride — “You will observe 
with satisfaction that during the year 
working capital increased by $200,000”. 
This might easily cover a company with 
the following figures: 











1953 1954 
Cash $ 500,000 — 
Receivables .............. 200,000 $ 200,000 
Inventories 300,000 2.000.000 
Current assets 1,000,000 =2,200,000 
Operdratt. — ...esccssiccesis — 1,000,000 
Payables lee es 200,000 200,000 
Current liabilities .... 200,000 1,200,000 
Working capital .... $ 800,000 $1,000,000 
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In such a case, the changes in working 
capital may be something to view with 
satisfaction or alarm, depending on cir- 
cumstances. Whatever che significance 
of the increase in working capital of 
$200,000, it is obviously not nearly as 
important as the major shift from cash to 
inventories. What this company appears 
to have done is to put surplus cash to 
work by the purchase of inventories. In 
some markets it might be a good move, 
in others a disastrous one. Whether it 
is good or bad, surely it should be high- 
lighted rather than the change in the net 
current asset position. This could be 
done by rearranging the figures to em- 
phasize the two elements involved in the 
working capital calculation, and we 
might get a picture like this: 


1953 1954 
Receivables $200,000 $ 200,000 
Inventories _............. 300,000 2,000,000 
500,000 2,200,000 
Less: Payables .. 200,000 200,000 
Net working assets 300,000 2,000,000 
Cash balance or 
(overdraft) _ ......... 500,000 (1,000,000) 
Excess of current 
assets 


ston baniconincnspal $800,000 $1,000,000 


Increase in working assets $1,700,000 
Decrease in cash position $1,500,000 


Increase of net current 
RR Psscbicee fas cots SoSon $ 


200,000 
It would seem almost self-evident that 
this rearrangement produces a much 
more interesting and significant presen- 
tation. 


The Value of Cash Balances 


Even after cash reserves are sorted out 
from the working current assets, it is 
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easy to draw conclusions too casually 
from changes in the balances. 


From the point of view of a creditor, 
presumably it is always good to see a 
company with large cash balances. Any 
increase in such balances should be view- 
ed by the creditors with satisfaction, and 
serious decreases may properly cause ap- 
prehension. However, this is not neces- 
sarily the view that a shareholder of the 
company should take. A cash balance is 
normally one that is not earning income, 
or at best is earning interest. If not 
used, it is an idle asset and not one 
which is contributing to earnings. It 
may be justifiable to keep the balance for 
emergencies or for some planned future 
expansion; the balance would then be 
potentially a working asset. However, 
if a cash balance is kept indefinitely and 
not used or needed, there should be 
nothing to warm the shareholder's heart 
in its increase. 


The Varying Need for Cash 


There are other factors of great im- 
portance to the credit rating of a com- 
pany which are not disclosed in the con- 
ventional statement of working capital. 
An extreme example is provided by the 
case of a company which has just made 
a bond issue intending to purchase fixed 
assets. For the moment it appears to 
have a very comfortable cash position. 
This sort of misleading appearance is 
usually guarded against in a footnote 
which indicates impending capital dis- 
bursements. 

However, there are many other com- 
mon cases in which the working capital 
position may be quite misleading and 
where there is nothing to warn an in- 
cautious reader. 

For example, take the case of a news- 
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paper company. By all means the most 
important fixed asset of such a company 
is its printing press. Normally a press 
can be expected to be in use for 30 or 40 
years. Thus the characteristic pattern of 
a mewspaper’s business is the gradual ac- 
cumulation of cash over a long period of 
years followed by a sudden disbursement 
to purchase a new press. At some stages 
of the cycle, large cash balances are on 
hand and are required; but immediately 
after purchasing a new press, the com- 
pany may safely have a working capital 
position which superficially appears dis- 
astrous. In other words, comparisons 
of current assets and liabilities mean al- 
most nothing unless one knows how im- 
minent the purchase of a new press is. 


The newspaper company presents a 
very striking example of this cyclical as- 
pect of working capital, but almost any 
manufacturing company has this problem 
in greater or less degree. In other words, 
age of the plant is of no great effect in 
interpreting the working capital posi- 
tion. 

To meet this problem, presumably 
some device could be developed for ear- 
marking funds that will be required for 
future capital expenditures. A rough 
indication of the amount required might 
be indicated by the depreciation reserves, 
but this is a big subject. 


Effect on the 
Application of Funds Statement 


The unsatisfactory :eatures of the con- 
ventional presentation of working capital 
reflect themselves in the application of 
funds statement also. Such statements 


usually show change in working capital 
as one item. Often the statement is sup- 
ported by a detailed breakdown giving 
changes in each current asset and liabil- 


ity, but this does not present important 
changes in their right perspective. In 
the figures quoted above, as we have 
already seen, the significant thing is not 
that working capital has increased by 
$200,000. The really important thing 
is the switch from cash to inventories. 
It would be much better if the statement 
of application of funds indicated clearly 
this shift; it should not be relegated to 
a supporting schedule of detailed 
changes. Thus an application of funds 
statement, instead of including merely 
an application of $200,000 as an in- 
crease in working capital, should show, 
on the application side, an increase in 
inventories of $1,700,000 and, on the 
sources side, a depletion of cash of $1,- 
500,000. If this principle is adopted, 
changes in other current assets and lia- 
bilities should also be shown in the ap- 
plication of funds statement if they are 
of significant amount. If not, they may 
be netted with some other item. 


The Nature of Assets 


Perhaps one point that emerges from 
these considerations is the inclination of 
people to think of assets always as mat- 
ters of strength. This is natural in the 
case of a creditor, who looks to his cus- 
tomers’ receivables and inventories as 
protection for his account. The owner, 
too, may properly regard them as a meas- 
ure of the financial requirements of a 
business. If receivables and inventories 
are under proper control, they give a 
measure of the requirements of the busi- 
ness in carrying on its trade. They rep- 
resent amounts which must be contribut- 
ed in order to run the business. Analo- 
gously, accounts payable and accrued 
items may be thought of as contributions 
of working capital by the company’s 
creditors — not deliberate contributions 
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but involuntary ones which the creditors 
must make in the course of trade. 


Further Considerations 


While considering working capital, 
there are a number of relatively small 
improvements which could be made in 
conventional presentation, and perhaps 
some of these might be worth a brief 
word. 


(a) Surely it is time that marketable 
securities, held temporarily, should be 
included in the statements at market in- 
stead of at book values. Admittedly, the 
market value is usually shown paren- 
thetically, but why should-everyone read- 
ing the statement be forced to do a men- 
tal addition or subtraction to make this 
obvious adjustment? Adjusting market- 
able securities regularly to market value 
would also provide a much more sensible 
method of taking up profit and loss on 
sales of securities. Granted it is logical 
not to take the profit up until it is rea- 
lized by the sale of the securities, but for 
a profession which has built up its rules 
out of empirical, commonsense decisions 
to meet problems as they arise, this is an 
odd point at which to start getting 
logical. 


(b) Another small matter is the dis- 
tinction between payable and accrued 
items. This distinction seems to be an 
almost meaningless one. By the time a 
balance sheet is issued, many of the ac- 
crued items may have become payable 
and some of both payable and accrued 
items may have been paid. It is hard to 
see how a distinction between these 
items is useful to anyone. When a 
company is in such a precarious posi- 
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tion that it matters whether a bill has 
merely accrued or actually become pay- 
able, the ordinary balance sheet will have 
ceased to provide anything like the de- 
tails which a creditor needs. 


(c) Another small item is the distinc- 
tion between taxes and other current lia- 
bilities, which was presumably included 
in the Companies Act to indicate some 
priority of claim amongst creditors. This 
distinction is based on a very outworn 
conception and dates back to the times 
when the balance sheet was considered 
chiefly a credit document. It is now 
doubtful whether sorting out taxes from 
other payables has any merit in the aver- 
age company’s financial statements. If it 
can be dropped, it will be one more 
simplification of the statement. 


(d) Most text books commend the 
carrying of prepaid expenses, such as in- 
surance, taxes, etc., as current assets, but 
in Canadian practice this seems to be 
more the exception than the rule. Yet 
it is difficult to see any objection tou 
treating them as current assets. They 
represent cash that will be saved in the 
near future. What is the justification 
for relegating them to the ill-defined 
category of “‘other assets’’ ? 


The Simplification of Accounting 


It is a popular thing to say that ac- 
countants should try to simplify their 
statements and make them more in- 
telligible. Certainly it would be un- 
popular to suggest that they should fail 
to clear up some of the mysteries that 
they tend to deal in. Perhaps, however, 
this discussion of the working capital 
ratio will serve to illustrate some of the 
dangers of over-simplification. 
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Events Subsequent to the Date 
of Financial Statements 


By JOHN A. WILSON, F.C.A. 


ULLETIN No. 25 of the Commit- 
tee on Auditing Procedure. of The 
American Institute of Accountants, is- 
sued in October 1954, refers to the po- 
sition of the auditor in relation to 
events subsequent to the date of the fi- 
nancial statements. It has been written 
after much deliberation on the part of 
the committee members and deserves 
careful reading. 


Content of the Bulletin 


The headings under this section are, 
for the most part, the headings used 
in the bulletin. Only the highlights 
have been selected for comment. 


“The Problem” 


The problem is described as fol- 

lows: 

“There is general agreement 

(a) that some events occurring subse- 
quent to the balance-sheet date 
may require adjustment or anno- 
tation of the financial statements, 
and 

(b) that a considerable portion of the 
auditor’s examination must neces- 
sarily take place after the balance- 
sheet date. 

The problem with which this discus- 

sion is concerned is the extent to which 

the auditor has a responsibility to de- 
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termine whether such an event has oc- 
curred.” 


“Conclusion” 


The committee’s conclusions con- 
cerning the problem are as follows: 


“The committee concludes that the 
auditor has no duty to extend the usual 
audit procedures to cover transactions 
of the subsequent period, as such, but 
recognizes that a well conceived audit 
program relating to the period under 
examination will include 


(a) certain steps which ordinarily are 
carried out after the balance-sheet 
date (such as cash cut-offs, review 
of subsequent collections, confirm- 
ation follow-ups, etc.), and 


(b) certain general procedures which 
are designed to support an in- 
formed opinion on the financial 
statements (such as reading avail- 
able minutes and interim reports, 
discussions with management, etc.) 
which normally are continued 
throughout the auditor’s examin- 
ation. 


“These procedures vary with circum- 
stances, including the degree of intern- 
al control exercised by the client, but 
are partly outlined below, and include 
recognized steps, application of which 
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should acquaint the auditor with the 
events as to which he can be charge- 
able with a duty to have knowledge.” 


This conclusion is perhaps one of 
the most important pronouncements 
which has come from the American In- 
stitute. It has a direct bearing on the 
implied responsibility of the auditor 
and presumably could play an import- 
ant part in any legal case in which the 
auditor might become involved. 

The subject is not a new one. Mont- 
gomery refers to it in his auditing text 
book as indicated by the following two 
quotations taken from two different 
chapters: — 


“The auditor has some responsibility 
for inquiry about, and reporting upon, 
events occurring subsequent to the bal- 
ance sheet date which materially affect 
the financial statements.” 


“The responsibility for ascertaining 
and disclosing material transactions or 
events subsequent to the date of the 
balance sheet rests with the manage- 
ment, although the auditor may learn 
of them through inquiry, inspection of 
minutes, or substantiation of the ac- 
counts for the year under review. The 
auditor must form an opinion as to the 
necessity for and the adequacy of dis- 
closure of those subsequent events 
that have come to his knowledge.” 


It would seem that some of the dis- 
cussion on this subject was generated 
as a result of the requirements of the 
Securities Act of 1933 (U.S.A.). For 
some years in the United States the 
somewhat unreasonable attitude of the 
S.E.C. in attaching responsibility to 
auditors seemed to be pushing the pro- 
fession in that country closer and 
closer to the brink of becoming uncon- 
ditional guarantors of all and sundry. 
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Unfortunately some of the members of 
the profession seemed either to be un- 
aware of the dangers ahead or to be 
willing to give an additional push. To 
realize this, we have only to consider 
that in some quarters serious considera- 
tion was being given to: 

(1) The extent of additional review of 
“after the date” transactions re- 
quired when a 10-K Report (an- 
nual report to S. E. C. based on 
the accounts released to sharehold- 
ers) is issued some days or weeks 
after release of the annual ac- 
counts. 

The amount of additional review 
of “after the date” transactions re- 
quired when, at some time after 
the release of the annual accounts 
and audit report, additional copies 
of the same accounts and report 
are required to be certified. 


(2) 


This seemed to be leading to the 
acceptance of principles which would 
place the auditor in an impossible sit- 
uation because he would be made re- 
sponsible for events and happenings 
for an almost unlimited period after 
the completion of his original exam- 
ination. 

The production by the American In- 
stitute Committee of a “down to earth” 
bulletin defining the responsibility, and 
suggesting the general scope of respon- 
sibility, for post balance sheet events 
should be cause for many a sigh of re- 
lief and gratitude amongst the profes- 
sion in Canada as well as in the United 
States. 


The most significant feature in the 
conclusion arrived at by the commit- 
tee is that it does not call for extend- 
ing the procedures beyond what would 
normally be carried out in the regular 
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audit but, on the other hand, it recog- 
nizes as general practice the use of 
post balance sheet information in con- 
firming the financial position. 


“Types of ‘Subsequent’ 
Events or Transactions” 


The bulletin lists three types of sub- 
sequent events which are worthy of 
mention. 

The first are those which affect di- 
rectly the financial statements and 
which should be recognized therein. 
This, as it implies, refers to informa- 
tion which, had it been available at the 
balance sheet date, would have caused 
appropriate adjustments to be made in 
the financial statements, i.e. collection 
of receivables or settlement or deter- 
mination of liabilities on a substantial- 
ly different basis than previously an- 
ticipated. 

Secondly are subsequent events that 
have no direct effect and, therefore, do 
not require adjustment of the financial 
statements, but yet their effect may be 
such as to render disclosure advisable. 
Examples given are the sale of a large 
bond or capital stock issue with restric- 
tive covenants, mergers, or acquisitions, 
or serious damage from fire, flood, or 
other casualty. 

The third type mentioned, and de- 
scribed as being sometimes more 
troublesome from the accounting view- 
point than others, comprise non-ac- 
counting matters such as war, manage- 
ment changes, product changes, strikes, 
unionization, marketing, agreements, 
loss of important customers, etc. 

The following paragraph taken from 
the bulletin is important: 

“It has been suggested that there 
may be a tendency to disclose in the 


financial statements subsequent events 
which are material in themselves, and 
of interest, but which are not directly 
related to the period covered by the 
financial statements under examination, 
or pertinent to any consideration of the 
financial position at the close of such 
period. The committee believes that 
the auditor should consider such events 
critically and confine disclosure to 
those matters essential to proper in- 
terpretation of the financial statements 
being presented.” 


“Determination of ‘Subsequent’ Period” 


In the bulletin the committee empha- 
sizes that there is no predetermined 
period known as the “subsequent” 
period. The suggestion is made that 
in some instances the audit report may 
be dated to approximately coincide 
with the date of completion of the 
important audit procedures. This 
would usually be the date of comple- 
tion in the client’s office. 


This appears to be a sound sugges- 
tion for establishing a means of deter- 
mining the date but, on the other hand, 
some people maintain that the audit 
report should not be dated prior to the 
receipt of important verification data, 
such as outside confirmation of im- 
portant balances and letters of repre- 
sentation or certificates from manage- 
ment. In some cases this would clash 
with the dating theory proposed. It 
would seem that when there is no un- 
due lapse of time after leaving the 
client’s office there is no serious prob- 
lem. On the other hand, where a long 
period elapses between completing the 
audit work and issuing the report, the 
bulletin suggests that the auditor may 
wish to date his report at or near the 
date of issue but indicate that it is 
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based on an examination made at an 

earlier date. 

A possible order of events is as fol- 
lows: 

1. Completion of field work. 

2. Finalizing supervision and inde- 
pendent review. 

3. Accounts discussed with client and 
letter of representation obtained. 
Date report. 

5. If undue delay in final completion 
etc., a further discussion with client 
of events which may have occurred, 
then a new date “as of’ may be 
called for as described in para- 
graph 24 of the bulletin. 


In another section of the bulletin, it 
is made clear that the committee gen- 
erally approves the practice of giving 
the same dating to all reports (short 
form, long form, 10-K, etc.) relating 
to the same audit in order to prevent 
any misunderstanding about the date 
of closing off the audit or at least the 
issue of subsequent reports on an “as 
of” basis. 


“Special Situations’ 

The bulletin discusses a number of 
special situations which are not fully 
dealt with here. One statement — 
paragraph 28 — deserves comment. It 
covers the situation where additional 
copies of a previously issued report are 
required and since the original report 
was issued important changes have oc- 
curred affecting the company and have 
come to the attention of the auditor. 
The bulletin suggests the possibility of 
issuing the copies with the explanation 
that it is submitted under the circum- 
stances or conditions existing at the 
time of first issuance but with an ac- 
companying disclosure relating to the 
change. 


This injects a thought that should 
be taken very cautiously. It is difficult 
to distinguish between a copy of a re- 
port issuing from the auditor's office 
(presumably upon authority and re- 
quest of the company) and one which 
may have been issued many months 
before and’ remained in the company’s 
possession and is finally handed out 
when required. It would seem reason- 
able to say that the auditor should not 
be made responsible for more than en- 
suring that the copies issued are true 
copies of the original report. The 
responsibility for issue and use of out- 
dated reports must be that of the com- 


pany. 


How Does This 
Bulletin Affect Us in Canada? 


In Canada we like to think that we 
form independent opinions on audit 
procedures and accounting matters, but 
most of us would agree that we would 
be foolish if we did not take cogniz- 
ance of what is happening in the Unit- 
ed States, England, and other coun- 
tries. Many of our practising mem- 
bers in Canada sign reports which go 
to the Securities Exchange Commis- 
sion in the United States. They also 
sign reports which become part of con- 
solidations of American parents and 
their subsidiaries and which usually 
must conform with American practice. 
It seems to follow, therefore, that at 
least part of the work of many Cana- 
dian accountants is directly affected by 
this bulletin. However, let us also 
consider it in the light of those Cana- 
dian accountants who do no work re- 
lated to the S. E. C. or to American 
parent companies. 


When it comes to auditing proced- 
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ures, it must be admitted that there is 
much more of the written word origin- 
ating from American sources than from 
Canadian sources at the present time. 
We have few authoritative books of 
reference on the subject and, in view 
of our similar business customs and 
other close connections with the United 
States, it seems reasonable that should 
this become a question to be solved by 
our Courts of Law, the viewpoint of 
the American Institute would not be 
ignored. With no official writings on 
the subject in Canada, it would be ra- 
ther difficult to predict just what testi- 
mony might be given by accountants 
called as witnesses. Therefore, we 
should clarify our thinking on the 
point and be in a position to know 


what our stand would be should it be 
brought to test. 

Perscually, I think that subject to 
the reservation expressed earlier un- 
der the heading of “Special Situations”, 
this bulletin represents a fair statement 
of the practice followed in Canada by 
many practitioners and, in my opin- 
ion, represents the desirable practice. 
It does a great deal for us by way of 
clarification of our responsibilities and 
at the same time gives us a definite 
means of measuring the adequacy of 
our performance. 

The section dealing with the re- 
quirements under the Securities Act of 
1933 has been ignored in this article 
as having little, if any, general appli- 
cation in Canada. 





Give 
NOW 





Official Release 


RECOMMENDATIONS ON THE ACCOUNTING AND AUDITING 
PROVISIONS OF THE ONTARIO SECURITIES ACT 


Toronto, March 1, 1955 


Hon. Dana H. Porter, Q.C., LL.D., 
Attorney General, Province of Ontario, 
Parliament Buildings, 

Toronto 5, Ontario. 

Dear Sir: 

The recent coming into effect of the 
provisions of the Corporations Act, 1953 
has drawn to the attention of practising 
chartered accountants certain differences 
in the requirements as to auditors’ re- 
ports under that Act and under the 
Securities Act. In some cases it has 
heretofore been possible to attach to a 
company’s prospectus the annual financial 
statements and the report on them by 
the auditors of the company. With the 
enactment of the Corporations Act this 
is no longer possible. More important 
than any inconvenience this may create 
is the resultant confusion in the minds 
of the readers when different phraseology 
is prescribed to describe identical situ- 
ations. It would seem desirable to bring 
the reporting provisions of the two Acts 
into agreement. 


For this and other reasons the 
Institute of Chartered Accountants 
of Ontario has appointed a special 
committee to review those portions of 
sections 38, 39, and 40 of the Securities 
Act which are of particular interest to 
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(See Notes and Comments on page 200) 


chartered accountants in their practice, 
with a view to suggesting amendments 
to you which would eliminate unneces- 
sary differences in the wording of audi- 
tors’ reports and at the same time sug- 
gest amendments in the public interest 
based on the practical experience gained 
in the preparation of, and reporting on, 
financial statements for inclusion with 
prospectuses since 1947 when these sec- 
tions were first introduced. The mem- 
bers of this committee, whose names ap- 
pear at the foot of this letter, have all 
had extensive and varied experience with 
the sections in question. Before present- 
ing their recommendations they would 
like to go on record as saying that their 
experience has been that the present Act 
is well administered in the public inter- 
est by a group of able and conscientious 
officials. This submission should, there- 
fore, not be construed in any way as re- 
flecting on them or, for that matter, on 
the workability of the present Act. 


Recommendations to Dominion-Pro- 
vincial Conference on Company Law 

In 1953 the Canadian Institute of 
Chartered Accountants submitted to the 
Dominion-Provincial Conference on 
Company Law their recommendations as 
to matters which affect the accounting 
profession. You may recall that the sec- 
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tions dealing with books and records, 
annual accounts, auditors and auditors’ 
reports, were previously submitted in 
identical form by this Institute to a 
Select Committee of the Legislature of 
the Province of Ontario, and such recom- 
mendations have in large measure been 
incorporated in the present Corporations 
Act. No recommendations were, how- 
ever, made to the Select Committee as to 
prospectuses as that matter is not dealt 
with by the Corporations Act. There 
are, however, prospectus provisions in 
the Companies Act (Canada), and in the 
report to the Dominion-Provincial Con- 
ference on Company Law the Canadian 
Institute’s Committee made certain rep- 
resentations respecting prospectus pro- 
visions. These recommendations have 
been available to our committee and 
have received careful consideration. 


The proposals contained in this sub- 
mission deviate from these recommen- 
dations largely because and to the ex- 
tent that the latter were prepared for 
inclusion in an Act which must specify 
contents of prospectuses (including fi- 
nancial statements) which are not sub- 
ject to the review of an administrative 
body. Such is the case with prospec- 
tuses filed under the Companies Act 
(Canada). Under the present adminis- 
tration of the Securities Act the con- 
tents of prospectuses are carefully re- 
viewed by the Ontario Securities Com- 
mission and under such circumstances 
our special committee thinks many 
matters of form and content of finan- 
cial statements are better left for the 
commission to deal with so that rigid 
tules will not be laid down which 
might have to be applied to unusual 
situations where they were not applic- 
able. At the same time, they recom- 


mend that if their suggested amend- 
ments to the Securities Act are adopted 
the commission should issue a state- 
ment of policy as to requirements for 
financial statements and auditors’ re- 
ports and in an attached memorandum 
are set out certain matters which they 
think could properly be included in 
such a statement. Most of the matters 
suggested for inclusion in such a state- 
ment are merely codifications of the 
commission’s present practice. 


Proposed Changes in Legislation 


Attached are changes recommended 
in the accounting subsections of sec- 
tions 38, 39 and 40. In each case three 
or four sub-sections have been com- 
bined into one and the following table 
indicates the numbers of the new sec- 
tions and those to be replaced: 


Suggested To replace 
Subsections subsections 
38(6) 38(6)(7)(8) 
39(5) 39(5)(6)(7) & (8) 
40(5) 50(5)(6)(7) 


In addition a further subsection has been 
proposed which deals with a matter not 
presently covered by the Act, viz the 
consent of the auditor to the use of 
his report. As mentioned above there 
is also attached a memorandum of in- 
formation which should be included 
in the proposed statement of policy by 
the commission if the subsections are 
enacted. 


In connection with the proposed 
changes in legislation we would draw 
your attention particularly to the fol- 
lowing: 

1. The reference to the earnings state- 
ment before the balance sheet (in 
line with the change in order in 
the Corporations Act). 
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A change in the number of years 
to be included in an earnings state- 
ment from 3 years (with such addi- 
tional years not exceeding 7 as the 
commission may require) to 5 
years (with such additional years 
not exceeding 5 as the commission 
may require). This will not change 
the present practice. 

The requirement that the earnings 
of a company acquiring a business 
be shown separately from the earn- 
ings of the business to be acquired 
(the latter, however, to be shown 
either separately or combined with 
the earnings of the issuing com- 
pany). 

The requirement that the balance 
sheet of a business to be acquired 
be included with the financial state- 
ments filed or included in a pro 
forma balance sheet incorporating 
such assets and liabilities with those 
of the issuing company. (This 
procedure is almost invariably fol- 
lowed in practice although it is not 
required by the Act.) 

The approval of the board of direc- 
tors to the prescribed financial state- 
ments to be evidenced by the sig- 
nature at the foot of the balance 
sheet by two directors (in line with 
the Corporations Act). 


A change in the requirements as to 
examination and report of auditors 
to bring such into conformity with 
the provisions of the Corporations 
Act. 
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7. The consent of the auditor to the 


use of his report to be filed with 
the commission. 


. The elimination of the requirement 


that the profit and loss statement 
for one year should be supplied 
in the case of an investment com- 
pany (this appears merely to dupli- 
cate the requirements for an earn- 
ings statement) and an extension 
of the requirement for the state- 
ment of surplus for such a company 
to cover the entire period of the 
earnings statement rather than one 
year only. 


. The repeal of section 40(5)(e) as 


being unnecessary, in view of the 
fact that the auditor must report on 
the balance sheet of the company 
and such balance sheet would not 
present fairly the financial position 
of the company unless adequate 
provision were made for liabilities 
of the company to holders of the 
contracts specified. 


We are enclosing a copy of this let- 


ter and enclosures for Mr. O. E. Len- 
nox, Q.C., Chairman, Ontario Securi- 
ties Commission, and we shall be glad 
to discuss these suggestions with you 
or your officials at any time. 


Yours faithfully, 


D. A. AMPLEFORD, 
President. 

Institute of Chartered 
Accountants of Ontario 


MEMBERS OF SPECIAL COMMITTEE 
J. R. M. WILSON (Chairman) 





W. L. MCDONALD 
J. A. WILSON 





QUALIFICATIONS OF 
AUDITOR’S REPORTS 


| ~~ independent accountant forms 

his opinion of the financial state- 
ments on the basis of his examination 
of the statements themselves, the ac- 
counting records, and other support- 
ing evidence. In Bulletin No. 6, the 
Committee on Accounting and Audit- 
ing Research of The Canadian Institute 
of Chartered Accountants has pointed 
out, “The extent of the examination 
which should be made in order to jus- 
tify an expression of an opinion will 
vary according to the circumstances and 
must be determined by the auditor 
having regard to the circumstances of 
each particular case.” At the comple- 
tion of his actual examination, the au- 
ditor must determine whether, in the 
particular circumstance, it is proper for 
him to express a clear opinion. 


If the auditor does not feel that he 
can express an unqualified opinion on 
the financial statements, he must con- 
sider the actual significance of the 
qualifications, limitations, or excep- 
tions to the overall picture. Where such 
restrictions are not deemed to be so 
material as to negate his opinion on 
the statements as a whole, he is justi- 
fied in presenting a properly qualified 
expression of opinion. On the other 
hand, where such exceptions are so 
material or the scope of the examina- 
tion so limited as to make any expres- 
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sion of opinion valueless, he should 
refrain from expressing any opinion. 
Since our analysis was restricted to 
published annual reports, it would be 
ridiculous to expect to find any in- 
stances in which the auditor states that 
it is impossible for him to express any 
opinion concerning the fairness of the 
statements as a whole. If such were 
the case, the report would certainly not 
be released for publication until steps 
were taken to remedy the deficiencies 
which prevent the auditor from ex- 
pressing an opinion. 

Explanatory comments and factual 
information, which auditors sometimes 
include in their reports as essential to 
a proper interpretation of the financial 
statements, should not be confused with 
qualifications, exceptions, or limita- 
tions. Disclosures of that kind are not 
intended to imply a qualification of 
the expression of opinion but are in- 
cluded by the auditor for the sole pur- 
pose of making the financial statements 
more understandable. 


Analysis of Expressions of Opinion in 
the 1952 Auditor’s Reports 

Approximately 85% of the auditor's 
reports on the 280 financial statements 
analyzed for 1952 included an unqual- 
ified expression of opinion on the true 
and correct view exhibited by the fin- 
ancial statements (86% in 1951). In 
7% of the reports, the auditor placed 
specific limitations on his expression 
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of opinion. The qualifications covered 
such matters as inadequacy of account- 
ing treatment, current changes in ac- 
counting bases, uncertainty as to valid- 
ity and classification of specific items, 
and limitations of examination. A num- 
ber of the qualifications included in 
the 1952 reports dealt with items which 
could not be considered of major sig- 
nificance. In 7 of the 20 reports classi- 
fied as containing a qualified opinion, 
the auditor did not make it clear what 
part, if any, of the mass of information 
actually constituted a qualification. 


The remaining 8% of the 1952 aud- 
itor’s reports were classified as ambig- 
uous since it was impossible to deter- 
mine positively whether the auditors 
intended to express a qualified or un- 
qualified opinion on the financial state- 
ments. Although none of them includ- 
ed the words “subject to...” in the 
opinion paragraph, there were specific 
and general comments which could im- 
ply qualification of the expression of 
opinion. For instance, the terms “On 
this basis, we report” or “Based on 
such an examination, we report”, while 
not specifically qualifying the auditor's 
opinion, give the impression that per- 
haps the auditor intends to convey a 
qualified opinion. 


Actual Examples from 1952 
Auditor’s Reports 
Scope of Examination 
The advisability of making a con- 
cise statement on the general nature of 
the scope of the auditor's examination, 
as recommended in Bulletin No. 6, is 
readily apparent when we see the re- 
percussions of some attempts to outline 
specific audit procedures undertaken. 
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Reporting on the 1952 financial state- 
ments, one auditor stated: 

that we have verified the Cash on hand, 

the Bank Balances and all Securities; that 

we have obtained all the information and 
explanations which we have required; and 
that in our opinion... 

A reader of this report, particularly 
one with any accounting training, is 
confused by the specific reference to 
the verification of the cash on hand, 
the bank balances, and all the securi- 
ties. He would assume that if such 
items were significant in the overall 
picture, the auditor should automatic- 
ally satisfy himself as to their validity 
as part of his normal audit procedures. 
Furthermore, since the auditor has not 
qualified his expression of opinion, one 
cannot assume that his audit procedures 
were limited to the three items specific- 
ally mentioned. However, a reader not 
familiar with the auditing techniques 
inherent in the expression of a clear 
opinion might well assume that the 
auditor did not extend his examina- 
tion beyond the items to which he re- 
fers. Of course, there could be some 
justification for this specific comment 
if the assets of the company were made 
up substantially of these three items. 
However, in this case the cash on hand 
and securities amounted to only ap- 
proximately 14% of the total assets 
of the company. The only item on the 
balance sheet which could be inter- 
preted as “bank balances” is the “bank 
loan — secured” set out in the current 
liabilities section. 


Along the same lines, another aud- 
itor’s report included the following 
statement: 

We have received all the information and 


explanations we have required. We have 
verified the Assets and Liabilities and made 
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such tests of the operations as we deemed 
appropriate under the circumstances. 


Subject to the foregoing, we report that, 

in our opinion... 

The examination of all significant 
assets and liabilities appearing in the 
balance sheet and the testing of the 
items of profit and loss are fundamen- 
tal to the expression of an opinion on 
the overall picture presented by the 
financial statements. Why would the 
auditor include in the statement of the 
scope of his examination those proce- 
dures which he would normally be ex- 
pected to carry out? He could be at- 
tempting to differentiate between the 
examination carried out on the balance 
sheet items and that relating to the 
profit and loss items. In the one case, 
he “verified” the items whereas in the 
other he made such tests as were deem- 
ed appropriate. 

The inclusion of the words “subject 
to the foregoing” indicates that the 
auditor was not prepared to express 
an unqualified opinion on the overall 
picture presented by the financial state- 
ments. In this instance his qualification 
can only refer to some limitation in the 
scope of his examination. However, it 
is impossible for a reader to determine 
just how deficient the auditor believes 
his examination to be. Perhaps he did 
not make a general review of the ac- 
counting procedures and such tests of 
accounting records and other support- 
ing evidence as he considered necessary 
in the circumstances. Could it be that, 
in this case, the auditor is attempting 
to save himself from responsibility? 

The auditor’s report is not the place 
to apologize for failure to make a 
proper examination. Indeed, it should 
reflect the auditor's confidence in the 
scope and extent of his examination. 


In one instance the report conformed 
in all respects with the recommended 
standard form but included an addi- 
tional sentence: 

Accounts receivable have not been verified 

by direct correspondence with the debtors. 

This report is ambiguous. Does the 
auditor believe that, under the circum- 
stances, the confirmation of accounts 
receivable is essential to a reasonable 
examination or does he not? Since he 
has expressed an unqualified opinion 
we are justified in assuming that he 
does not regard the omitted procedures 
as necessary. On the other hand, the 
reference to a limitation in his proce- 
dures arouses suspicion as to the reli- 
ability of the examination which the 
auditor believed to be adequate. 


Adequacy of Accounting Treatment 


It often happens that the auditor 
does not agree with the accounting 
treatment of certain items appearing in 
the company’s financial statements. For 
instance, in reporting on the 1952 fin- 
ancial statements of a company, one 
auditor stated: 

Included in the current liabilities are pro- 

visions and reserves which in our opinion 

are, in the aggregate, some $2,750,000 in 
excess of the actual liabilities. 

In our opinion, subject to the exception 

noted in the preceding paragraph, .. . 
The auditor sets out clearly that he is 
not in agreement with the policy 
adopted by the company with respect 
to its estimates of current liabilities. 
Since he has disclosed the amount by 
which these provisions exceed the ac- 
tual liabilities, the reader is able to 
determine the relative importance of 
the exception to the statements as a 
whole. At first glance, the overprovis- 
ion of $2,750,000 would appear to be 
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relatively insignificant when compared 
with the total current liabilities of 
$37,000,000. However, a closer look 
at the items making up this total will 
make the auditor's qualification more 
understandable. Since the borrowings 
from bankers, amounts due to subsid- 
iary company, and dividends payable 
represent actual existing liabilities, the 
auditor’s remarks obviously refer to 
accounts payable, accrued charges, and 
provision for taxes, which in this case 
amount to $12,000,000. 


This qualification first appeared in 
the auditor’s report in the 1951 finan- 
cial statement and has been included 
in both the 1953 and 1954 reports. In 
all cases the excess is stated to be 
“some $2,750,000”. It can therefore 
be assumed that the excess represents 
an accumulation of provisions made by 
the management prior to 1951 with 
respect to liabilities which the auditor 
believes no longer exist. The use of the 
term “reserve” in the auditor’s quali- 
fication may cause some confusion, for 
good accounting principles do not re- 
cognize the inclusion of such an item 
in “current liabilities’. However, in 
the strict interpretation of the word, as 
a segregation of earned surplus (Bulle- 
tin No. 9), the use is correct. The 
amount referred to apparently repre- 
sents appropriations made at the dis- 
cretion of the management which are 
no longer required to meet a liability 
or contingency known or admitted. 
The auditor's repeated restriction of 
opinion in this respect should empha- 
size to the management the improper 
classification of this excess provision 
as a current liability. If the management 
wishes to continue carrying these re- 
serves on the balance sheet, would it 
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not be better if they were disclosed in 
the capital and surplus section as ap- 
propriations or reserves, as recommend- 
ed in Bulletin No. 9? 


In contrast to the above qualification 
with respect to accounting treatment, 
let us consider the following comments 
included by another auditor: 

Depreciation of $87,449.00 on certain of 

the fixed assets was provided at approx- 

imately one-half of maximum rates allow- 
ed for income tax purposes. The balance 
was provided at normal rates. Subject to 

the foregoing, in our opinion, .. . 

In this instance the auditor states the 
basis on which the current provision 
for depreciation has been calculated. 
Without reference to the prior year’s 
report, a reader could assume that this 
qualification indicates a current change 
in accounting basis, which had a ma- 
terial effect on the overall picture. 
However, this is not the case; the aud- 
itor included similar comments on his 
1951 report. The only other conclu- 
sion that can be drawn is that the aud- 
itor has some doubts as to the valid- 
ity of the basis upon which deprecia- 
tion has been calculated. But he has 
not stated either what he thinks the 
basis should have been or the amount 
of the under-provision or over-provi- 
sion of current depreciation. It is im- 
possible for a reader to determine the 
exact significance of the qualification 
of the auditor’s expression of opinion. 
Since the auditor has seen fit to qualify 
his report as a result of the account- 
ing deficiency, it would be fair to as- 
sume that the amount involved must 
be significant in relation to the results 
of current operations. This report is 
typical of those reports in which the 
auditor does not provide specific infor- 
mation as to the true impact of his ex- 
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ceptions on the overall picture. The 
reader is given a clue but that is all. 


It is clear from the following com- 
ments that the auditor believes that, 
in light of the existing circumstances, 
the financial statements do not exhibit 
a true and correct view of the state 
of the parent company’s interest in the 
non-consolidated subsidiary company: 

Based on the audited financial  state- 

ments of the Subsidiary Company at . 

eaten iis , 1952, the profit of that Com- 

pany for the year is reflected in the at- 
tached statements only to the extent of 
the dividends received. A balance of ac- 
cumulated profits amounting to $136,- 

472.87 at the credit of the Subsidiary 

Company’s Earned Surplus Account has 

not been included in the accounts of .... 

Company, Limited. 

Subject to the above we report that, in 

our opinion ..... 

The statute under which this particu- 
lar company was incorporated does not 
require that the auditor disclose how 
the profits and losses of the non-con- 
solidated companies have been dealt 
with in the parent company’s accounts. 
However, since the auditor is taking 
exception to the accounting treatment 
in this respect, he discloses how such 
profits or losses are actually treated. 
The implication is that the auditor feels 
that this accounting treatment is de- 
ficient because it fails to take into con- 
sideration the parent company’s share 
of accumulated earnings of the sub- 
sidiary which, in this case, is far in ex- 
cess of stated value of the investment. 
The investment in the subsidiary com- 
pany is shown on the balance sheet at 
$30,000, and the current dividend from 
the subsidiary of $30,000 is shown as 
a separate item in the profit and loss 
account. There is no indication any- 


where in the financial report of the 
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extent of the parent company’s inter- 
est in the subsidiary. It might be as- 
sumed that since the statement has not 
been prepared on a consolidated basis, 
that the subsidiary is not wholly- 
owned. However, in view of the fact 
that the investment represents only 
$30,000 of the total assets of $4,067,- 
000, the management could have felt 
that the subsidiary, even if wholly- 
owned, was not of enough significance 
to warrant a consolidation of the ac- 
counts. In the wording of his qualifi- 
cation the auditor does not specifically 
state whether all or part of the $136,- 
472.87 represents the parent company’s 
share of the accumulated earnings of 
the subsidiary. The words “has not 
been included in..... ” imply that 
the whole amount relates to the parent 
company. 


Factual Information and Explanations 


The following comments should not 
be interpreted as an attempt by the 
auditor to relieve himself of responsi- 
bility: 

Inventories of Raw Materials, Goods in 
Process and Supplies from a complete 
physical stocktaking, and Finished Goods 
partly from physical stocktaking and part- 
ly from stock records adequately tested and 
adjusted throughout the year are valued 
at the lower of cost or market, as deter- 
mined and certified by the Management. 

In our opinion ..... 

In this case the auditor is merely pre- 
senting factual information not in- 
cluded in the balance sheet, which he 
believes should be made known to the 
reader. In expressing an unqualified 
opinion on this report, he indicates 
that he accepts the responsibility for 
the items which make up the true and 
correct view exhibited by the financial 
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statements. Any interpretation that 
this comment might indicate that he 
merely accepted this figure without 
further enquiry is rather unwarranted 
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ing out an examination of at least the 
material items going to make up the 
picture. Since the inventories repre- 
sent 37% of the total assets of the 





in this particular instance. No pro- company, it is reasonable to assume 
fessional auditor would express an that the auditor has satisfied himself 
opinion on the fairness of the financial as to the fairness of the presentation 
statements as a whole without carry- of this item. 


WITHOUT FEAR OR FAVOR 


The late Col. Robert H. Montgomery, LL.D., C.P.A. was a past master 
in summing up a difficult question in a simple way. In his “Auditing Theory 
and Practice” (6th ed.) he had this to say about qualifications in auditor’s reports: 


“Of course when qualifications, exceptions, or explanations are necessary 
and in order, they must go in without fear or favor. The author, however, has 
seen reports and opinions which were hedged about with all sorts of ambiguous 
qualifications in an evident attempt to save the auditor from responsibility. 
Sometimes these qualifications sound like arguments, i.e., they read in effect 
that if so and so were done, such and such would be the result. Most business 
men gladly listen to sound arguments before the financial statements are prepared, 
and frequently it is possible to effect changes in the statements which will per- 
mit the giving of an unqualified opinion which is by all odds more desirable. 


“When exceptions do become necessary, they should be stated so that their 
import may not be susceptible of misunderstanding, and with careful regard for 
the relative importance of the exception to the statement as a whole. A suc- 
cession of explanations and factual information in the body of a report followed 
by an opinion “subject to the foregoing” may be ambiguous because the auditor 
does not make it clear to which, if any, of the matters he is taking exception.” 
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THE MISSING APOSTROPHE 


VISITOR came into our office the 

other day to find our desk in a 
state of great disorder and Self, slump- 
ed in his chair, head in hands. “Why 
what is the matter?’”’ he asked. ‘‘Oh,” 
we groaned, “They’ve decided to leave 
the apostrophe off ‘Students’ Depart- 
ment’!”” We showed him the new type 
used for the heading of this depart- 
ment. 


Our visitor did not seem as much 
distressed about the missing apostrophe 
as we thought he should be. He even 
said, suggestively as we now think, 
that there were other, more important 
changes which might be made. What 
was more, he doubted that an apos- 
trophe was absolutely necessary for the 
plural possessive — for the singular 
possessive, yes, as in ‘“Student’s De- 
partment” (assuming only one student, 
somewhere, receives any benefit from 
this section), but not where it was in- 
tended to apply to more than one per- 
son. 

Now we had been brought up on the 
strict rule that an apostrophe was re- 
quired in these circumstances, and like 
the few rules of English grammar we 
have ever understood and mastered, 
we have a kind of death grasp on it. 
We were so shaken by this whole in- 
cident, therefore, that we made a hasty 
review of some published annual re- 
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ports at hand to see what companies 
were doing with the plural possessive. 
Judge of our surprise when we found 
that omitting the apostrophe was the 
rule rather than the exception; our re- 
search revealed the following business 
names, having a connotation of the 
plural possessive, used on _ balance 
sheets: Simpsons Limited; Traders Fi- 
nance Corporation Limited; Distillers 
Corporation — Seagrams Limited; Fa- 
mous Players Canadian Corporation 
Limited; and in the United States, Al- 
dens Inc. Doubtless there were many 
other examples if we looked; and we 
are now obliged to do what is most 
painful for anyone to have to do: to 
relax a rule which we have insisted up- 
on, very dogmatically, in the past. 


The Meaning of Normal Profit 

An economist who read our notes of 
last month has been good enough to 
provide some further comments about 
the meaning of profit. To begin with, 
he notes that the accountant’s figure of 
profit is a composite of three distinct 
elements: (1) a return for the labour of 
the proprietor; (2) a return for the 
capital supplied by the proprietor; 
(3) “pure” profits. He expresses the 
view that a comparison of this com- 
posite figure from one business to an- 
other even in the same industry gives 
very little indication of how effectively 
the different businesses are operating 
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relative to one another because of the 
different proportions in which a labour, 
a capital, and an entrepreneurship return 
may occur. He does concede, however, 
that the accounting figure of profit has 
the merit of being an objective meas- 
ure. 

We were especially interested in his 
explanation of “normal profits’. He 
writes, “The term ‘normal profits’ is 
used in several ways. The most com- 
mon concept is that returns are normal 
if those who are taking the ultimate 
risks and the ultimate decisions are 
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receiving a return just large enough 
to persuade them to stay in business 
in the long run. Entrepreneurship in- 
cludes risk-taking and decision; in sub- 
stantial measure the risk-taking is by 
the providers of the equity capital or 
their representatives. Charge each fac- 
tor of production (including all labour 
and all capital, both borrowed and 
equity) on the basis of alternative op- 
portunities in the market. If revenue 
exceeds such a set of costs, profits are 
abnormal. If revenue is less than such 
a set of costs, profits are subnormal.” 


CORRESPONDENCE 


Regina, Sask. 


RE: BULLETIN No. 10 


Sir: It appears to be generally accepted 
accounting practice in this country to 
treat current taxes on income as ex- 
pense items of the current accounting 
period to be reflected in the statement of 
profit and loss (for example, see Smails, 
Accounting Principles and Practice, 4th 
edition, page 157, or Bulletin No. 3 
of the Committee on Accounting and 
Auditing Research). C.I.C.A. Bulletin 
No. 10 reaches its conclusions also on 
the basis of this assumption, when 
dealing with the question “whether a 
current reduction of income tax result- 
ing from a claim for capital cost allow- 
ances in excess of the amount charged 
in the accounts as depreciation in a 
period is to be reflected as an increase 
in net income for that period.” 


There seem to be some grounds, 
however, for looking at the problem 
from another angle. The question is 
whether or not taxes on income should 
be treated as profit and loss items in 


the first place. For someone who has 
observed the accounting treatment of 
income taxes in other countries, it is 
somewhat surprising to see that income 
taxes in Canadian practice are treated 
as current expense items. If expenses 
are charges incidental to earning in- 
come, then income taxes certainly are 
not expenses, because income will prob- 
ably be earned regardless of whether 
taxes have been paid or not. Also, in- 
come taxes would not result in a loss, 
while any usual expense may have 
this consequence. Therefore, it may 
be argued, income taxes do not rep- 
resent expenses at all, although they 
have some features in common with 
other taxes which are definitely ex- 
penses. 

On the other hand, income taxes 
may easily be thought of as distribu- 
tions of profits. From a theoretical 
point of view, there are many similari- 
ties between dividends and income 
taxes. Whether this is a pleasant out- 
look or not, it must be recognized 
that the Minister of National Revenue 
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nowadays participates in the distribv- 
tion of profits of any ordinary busi- 
ness. He does not need a share cer- 
tificate nor an interest in the capital, 
but he certainly claims his dividend 
year after year. 

If income taxes were recognized as 
distributions of profit rather than as 
charges against income, all the difficult 
problems dealt with in Bulletin No. 
10 would be resolved. First of all, in 
the case of corporations, the charge for 
taxes on income would be eliminated 
from the statement of profit and loss 
and would be shown as a charge against 
surplus like any other distribution of 
profit (a treatment which, by the way, 
does not violate the “clean surplus” 
concept). Secondly, there is no need 
for relating the current income tax to 
the figure which is commonly called 
“net profit before income taxes’, be- 
cause it really has nothing to do with 
it. And thirdly, the balance sheet will 
be free of any artificial deferred credits 
for income taxes because no such thing 
is conceivable for profits, unlike in- 
come and expenses. There is also no 


‘need for attaching any notes to the 


statements because the fact that taxes 
are lower in one year and higher in 
the next does not justify the assump- 
tion that something like a contingent 
liability is in existence. 

One may argue that the most signi- 
ficant figure for shareholders over a 
period of years is “net profit after 
income taxes’, and may ask how to 
arrive at this figure if taxes are not 
shown in the statement of profit and 
loss. The answer to the question is 
that there is no such thing as “net 
profit after income taxes” if there is 
no such thing, either, as “net profit 
after dividends”, but that there is a 
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residue of accumulated profits (surplus 
or retained earnings) after income 
taxes and dividends have been dis- 
tributed up to a certain date. The an- 
swer is also that income taxes are not 
levied upon the figure called “net pro- 
fit before income taxes” but on taxable 
income, the fundamental differences of 
which are commonplace. Indeed, the 
terms “profit before and after taxes” 
may be regarded as misleading because 
one may reach the conclusion that in- 
come tax has been levied upon “profit 
before taxes”. 


Modern taxation tends to destroy 
similarities between legal and account- 
ing terminology rapidly. The attempt 
to make current income taxes corres- 
pond with current profits is a legacy 
of the past when “net profit before 
tax” might really agree with “taxable 
income”. The attempt to reconcile the 
two appears to be artificial today, is 
becoming increasingly difficult, and 
may soon prove to be impractical. The 
technical problems are considerable al- 
ready and it may be safe to say that 
few accountants will feel very happy 
after having studied Bulletin No. 10 
which deals with one item only out of 
a great number of similar problems. 


WOLFGANG WOLFF 
(Student-in-accounts) 


Editor’s Reply: We would agree with 
the writer of the above letter that the 
conclusions of Bulletin No. 10 de- 
pend upon an assumption that income 
tax is an expense, and that there are 
some aspects of income tax which sug- 
gest that it is a distribution of profit. 
We do believe, however, that there 
are points to be raised in favour of 
treating income tax as an expense 
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which have not been covered in the 
letter. 

We cannot, for example, agree that 
“income will probably be earned 
whether taxes have been paid or not” 
— at least not if we are thinking of all 
the companies operating in the coun- 
try. Even the most ardent advocate 
of the private enterprise system would 
not seriously contend that some fed- 
eral government services, and there- 
fore some income taxes, are not a con- 
dit:on of carrying on business in mod- 
ern society. (The question whether 
the taxes are more than they need be, 
or whether we are getting our money’s 
worth for them, is an entirely different 
matter.) In any case, a large portion 
of income taxes is going towards na- 
tional defence as a protection against 
communism and as a means of ensuring 
the survival of private enterprise. 

We think, therefore, that some 
benefit to the individual company is 
received for income tax. The income 
tax is not directly related to revenue 
in the sense that a decrease in tax will 
bring a decrease in revenue, but it is 
related in the sense that if there were 
no government and no income tax, 
there might be no individual business 
and no revenue either. 

A related argument is that income 
tax is not an expense because manage- 
ment has no control over its amount. 
But most people (including the writer 
of the letter above) are apparently 
willing to accept municipal taxes as 
an expense, although management has 
no control over their amount, either. 
For that matter, it can be argued that 
all expenses are beyond the control of 
management to the extent that their 
amount is determined by prices prevail- 
ing in the market as a whole. 


We suspect that at least part of 
the argument for treating income tax 
as a distribution of profit comes from 
the accident that it is calculated as a 
percentage of taxable income. But, as 
the above letter points out, taxable in- 
come is not the same thing as profit 
before taxes. In any case, are we go- 
ing to say that a part of management 
salaries should be treated as a distribu- 
tion of profit because such salaries 
include a bonus varying with profit, 
or that a part of wages should be a 
distribution of profit because labour 
unions look at the profit figures of a 
company when deciding what their de- 
mands for wage increases will be? The 
problem is a difficult one. 


While we have thus added our own 
comments by way of qualification, we 
believe that all who read the above 
letter will agree that it is most thought- 
ful and provocative, and that it raises 
points worthy of further discussion. We 
would welcome an exchange of views 
on this subject. P 


Victoria, B.C. 
RE: AUSTRALIAN POUND 


Sir: I have read with interest the prob- 
lem set out on pages 48 and 49 of the 
issue for January, 1955, and the solu- 
tion offered for the guidance of stu- 
dents. I note that the figures for the 
Australian Branch have been incorp- 
orated in the balance sheet of E. Co. 
Ltd., converted into Canadian dollars 
at the rates ruling for sterling. 


The books of the Australian Branch 
are presumably kept in Australian 
pounds, which of course are not ster- 
ling, and which are in fact at a con- 
siderable discount with sterling: £ stg. 
= approximately £ Australian 1.25. If, 
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therefore, the Australian profits, assets, 
and liabilities are incorporated in the 
books of the E. Co. Ltd. in Canadian 
dollars converted at the rate ruling for 
sterling (as suggested by the question 
and the solution), the result is an over- 
valuation of these Australian figures. 

I suggest that both examination ques- 
tions and problems and solutions offer- 
ed for the guidance of students should 
be strictly related to the “facts of life” 
which students meet in their profes- 
sional work. It is most misleading to 
imply that the Australian Pound is the 
same as the Pound Sterling. After all, 
the difference between the two is six 
or seven times as great as that between 
the Dollar U.S. and the Dollar Can- 
adian which is of so much concern to 
Canadian exporters today. 

G. S. P. COOKE 


Editor’s reply: In our view the point 
raised in the above letter is a criticism 
of the problem in the sense that the 
rates given for certain dates during 
1952 and 1953 were not, in fact, the 
rates prevailing on those dates for 
Australian Pounds. We doubt, how- 
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ever, that this point could have caused 
any confusion on the part of the can- 
didates attempting the problem. The 
problem does not identify the “pounds” 
to which it refers as ‘Pounds Sterling” 
and when it states, for example, that on 
July 1, 1952, £1 is worth $2.70, we 
think it would imply that, for the 
purpose of working the problem, £1 
(Australian) is worth $2.70 (Can- 
adian). 

Mr. Cooke’s reply: The fact that the 
rates of exchange given in the prob- 
lem happened to be those relating to 
Sterling was by no means the whole 
point of my writing to you. My main 
point was this. It rather looked as if 
the setter of the problem had perhaps 
asked the bank for, or otherwise obtained, 
the rates ruling for “the Pound”’, forget- 
ting the difference between Sterling 
and the Australian Pound. I felt that 
students should not be allowed (by im- 
plication) to forget such a point should 
they meet it in practice, for if they 
did, they would surely be shot down in 
flames by their principals when going 
over the client’s accounts. 


(Correspondence with the editor is cordially invited.) 


PUZZLE 


Three young men apply for a job. 
All are personable and seem to have 
the same qualifications, so the person- 
nel manager, in order to find out which 
of the three is best suited for the job, 
which required a considerable amount 
of intelligence, set them this problem. 
He said to them, “I have in my hand 
three black patches and two white 
patches. I will put a patch on each 


of your backs, place you in a room by 


yourselves, and the first one to come 
out and tell me what colour patch is 
on his back will receive the position.” 

Good to his word, the manager 
placed the men in a room by them- 
selves and on each of their backs 
he placed a black patch, thus using up 
all of the black patches, and kept the 
two white patches in his pocket. The 
room that the men were in contained 
no mirrors, they could not see their 
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own patches, but only those of the 
other two men, and, since each wanted 
the job, they would not tell each other 
the colour of the patch on their backs. 
After a few minutes one of the young 
men came out of the room, went up to 
the manager and said, “I have a black 
patch on my back.” 


APRIL 


The young man had not guessed 
at the answer, even though it was true. 
He had used pure deductive reasoning. 

How did he know the colour of the 
patch? Can you follow his reasoning? 
(No tricks are involved in the answer.) 
Submitted by David Griff, a second year 

student-in-accounts, Toronto. 


SOLUTION TO LAST MONTH’S PUZZLE 
Let “x” years be Diaphantus’ age at death. 


Then, 


2 Ee Sp ey ff 


6 12 7 2 
and solving, x = 84 


Diophantus lived to be 84 years old. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and - 
reflect the personal views and opinions of the various contributors. They are 
designed not as models for submission to the examiner, but rather to provide 
such discussion and explanation of the problems as will make their study bene- 
ficial. The editor will welcome discussion of the solutions published. 


PROBLEM 1 


Intermediate Examination, October 1954 
Accounting I, Question 1 (18 marks) 


On the evening of 31st March 1954 a small fire occurred in the office of the 
V Sales Co. Ltd. completely destroying a cupboard in which the cash book and 
general ledger of the firm were kept. Also destroyed was an envelope containing 
an unknown amount of cash representing the receipts for 31st March. 

You are called upon, by the insurance company, to ascertain the amount 
of cash lost in the fire. 


From the other records and documents available you obtained the following 
information: 
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1955 STUDENTS DEPARTMENT 251 


Balances at the close of business, 31st March 1954 


ACCOMM ECeIVEDIe Tedmer? BCCOUNTS oie. eek loess ckcdscccnsssieicccersesessrieateavecees $ 59,806 
Accounts payable ledger accounts ........ aaa pte ig os oe amine kee 15,805 
Gash in bank per Cheque BOOK ECOG ~...66..0..6céssiscscasic.csseessstes cde scicieaevineeises 7,411 


Transactions 1st January to 31st March 1954 


Sales per file of duplicate invoices—all credit: .......0.0...0c.cccccceteecceseeee 412,493 
Sales returns and allowances per credit note file ...........0...... eee eects 1,916 
Expenses paid as supported by paid vouchers ............0..0.cccseeseeeereeeees 101,562 
Wages and salaries paid per payroll books .0................ccccececeseeee eee teeeeee » - S5357 
Office equipment purchased per iMVvOice ................c.cessssccesssseseseseeseneeeseneee 650 
Dividend on common stock, paid 2nd January 1954.0... ees ; 3,000 
Merchandise purchases, per suppliers invoices ........0........cccecceceseeerneeee 235,512 
Merchandise purchase returns and allowances .................. x sate 906 
Depreciation provided—3 months to 31st March 1954 00.0.0... 180 


All receipts had been deposited with the exception of those for 31st March. 
The following figures were taken from the audited balance sheet of the 
company as at 31st December 1953: 





ASSETS 

Cash: ti Baek: iccic..:... Th Sy hogs Me aN Si ite aR edt tmp ig $ 5,401 

ear NIN os 08S nA Sects ios bag hs syd acon ecogssaamipshavs an Oaueat ea . 35,606 

MORRCPNARMONCRROG - SHEWETRNINN (TE COGN 555055 cs5s5 Sessa bcc tnvecasrcecodiacoseceensansachscdmanensee sues 37,871 

RRA E ANON BE OSE) 5 oie opto ssccsonstvcaxcschaecrandawentis $7,308 

Less’ accumulated Gepreciation: «..........c:..c0ccc..c.csscccsonsessecosossavessevess . 3,602 3,706 
$ 82,584 

EYABILITIUES 

DRUNMMEM RUMI NDENE p25 oy 8 osc aa Susu fas dec Rcauh tate taccanaded Sabato sae heaaaees . $ 10,070 

GERD Rin CORIO 6258. iss thud eda ky baer ee 30,000 

Re HURRIED) Acc Sentech accede toe ites BR AC Ee 42,514 
$ 82,584 





The merchandise inventory as at 31st March 1954, according to the inventory 
records, was $26,908. 


Required: 

(10 marks) (a) Statement showing your calculation of the amount of cash 
lost in the fire. 

(8 marks) (b) Balance sheet at 31st March 1954 and a statement of trading 
and profit and loss for the three-month period ended 31st 
March 1954, prepared in accordance with good accounting 
principles. 





THE CANADIAN CHARTERED ACCOUNTANT 


A SOLUTION 
(a) V SALES CO. LTD. 
DETERMINATION OF CASH LOST IN FIRE, 31ST MAR 1954 
Cash in bank Ist Jan 1954 
Add: Collected from customers: 


Accounts receivable, 31st Dec 1953 
Add: Sales, less returns 410,577 


446,183 
Less: Accounts receivable, 31st Mar 1954 59,806 


Disbursements 
101,562 


Expenses 
650 


Office equipment 
Dividend paid 
Wages and salaries 
Accounts payable 
Balance 31st Dec 1953 
Purchases less returns 


244,676 
Less balance 31st Mar 1954 15,805 228,871 


Cash to be accounted for 
Cash in bank, 31st Mar 1954 


Cash shortage 


(b) V SALES CO. LTD. 
STATEMENT OF TRADING AND PROFIT AND Loss 
for the period ist Jan 1954 to 31st Mar 1954 
$412,493 


Less: returns and allowances 


Cost of goods sold 
Merchandise inventory Ist Jan 1954 
Purchases 
Less: Purchase returns 


272,477 
Less: Inventory 31st Mar 1954 26,908 


Gross trading margin 

Expenses 
Depreciation 180 
Wages and salaries 45,317 
Other expenses 101,562 


Net profit for the period 


386,377 


$391,778 


$379,400 


12,378 
7,411 


$ 4,967 


$410,577 


245,569 


165,008 


147,059 


$ 17,949 
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V SALES CO. LTD. 


BALANCE SHEET 
as at 31st Mar 1954 


Current 
Sela MIB one tsa sist tcanied 7,411 
Accounts receivable dnticsntondin, <xeoe 
Claim against insurance company . diets Sabo Gites 4,967 


Merchandise inventory as per inventory records, 
valued at cost ..... PS, Ror ne EE suse. 26,908 $ 99,092 


Office equipment 


Less: accumulated depreciation .............0...0... 4,176 


$103,268 


LIABILITIES AND SHAREHOLDERS’ INTEREST 


Current liabilities 


PIG OTTEO RU IC A ek oi tes RR stavcct . $ 15,805 


RR INE TIEIER Shoko ck Shp gs Bo oh deca $ 15,805 


Shareholders’ interest 


Capital stock 
Authorized and issued, 3,000 shares of no par value 30,000 


Earned surplus 
Balance 1st Jan 1954 
Add profit for the period 
Deduct dividends paid 


Balance 31st Mar 1954 


Total shareholders interest 87,463 


$103,268 


Editor’s note: A second method of determining the amount of cash lost in the fire is 
as follows: 


DETERMINATION OF CASH LOST IN FIRE 
BALANCE IN ACCOUNTS AS AT 31ST MAR 1954 


Cash in bank 
Accounts receivable 
Accounts payable 
Merchandise sales 
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Merchandise sales returns and allowances. ..............::cccccccecceesseesseeeseeesnseeeees 1,916 
MON iN o ssa ncet Poder ohn ca poeta Riga Sie pox Sorgen aby ease pas Semeiptaaespeecelens 101,562 
Se I INEM URN REN N85 Ge Noo cre ces pov scssiccas eas bun bp Panbav advonesossodsisaedinsvoaniey=s 45,317 
Sama MRMMRIRIDINRE Bice Gece sapSevcivns sive cnsesbsasccicapeebcnhs Fee a beeen oneness 7,958 
Ne RNR coca wdes ca cos en so tnss ons a ty eos sus ts abd ese S aban tne Vscaeavensesevehesacossens 3,000 
Sai UN NNN 0655 56, occas casinos poncbs eatobodcancssecbbensseasiesceasvencesen 235,512 
RN UEUNE MSCURTMEMNDY OPURRUDD  65.5.5.55 502 5ssansseussicesvasseasassesutscviensesorgsensosseaceasnaneni» 906 
Paes a Wiper RE DRIER 305 S08 2 ora es bop tacsopactcanbntbsendaiaunadsunies 180 
Dicrchmnnsse siwentory Sst DGC 1953: ......<...2.<5<isesececsensossenrescsonssonssoessuss 37,871 
aN OIE NEN ME MND DBINEE 85555455 s0css ca scontnsn onogekersiutvessnain Stone sescbiocitvsdbceves oabisasae 3,782 
RONMNAMR UNEMNE oeao5 Fon os fesse a cover ohcssesusvovucovavaveneseouais venue sobabroniicesessncpuavios 30,000 
eMC IMME Screens 5s sch cova r hea ssu aves saacbakns soea teocirs atecaucseuaseonmennokactabsbseisaaeitas 42,514 


$500,533 $505,500 
ROTERPAGS SP DTORPAN Ay CRE LONG ois. 5ssssscsesscsscsonsseshssesinscsesnsccesciassataouabeces 4,967 


$505,500 $505,500 


PROBLEM 2 
Final Examination, October 1954 
Accounting I, Question 1 (20 marks) 
Set out briefly your answer to each of the following: 
(2 marks for each part) 
(a) What is the difference between a “private company” and a “public 
company”, as refered to in the Companies Act, 1934 (Canada)? 
(b) What is the difference between “preferred” and “common” stock? 
(c) What is the “loss carry over provision” with reference to income taxes? 
(d) What is meant by the terms “long” and “short” with reference to the 
accounts of a stock broker? 
(e) What is meant by the term “reserve’’? 
(f) What is meant by the term “fund accounting”? 
(g) What is meant by the term “hedging” with reference to the accounts 
of a flour mill? 
(h) What is a “provision for unexpired premiums” appearing in the balance 
sheet of a fire insurance company? 
(i) What is a “subsidiary company”? 
(j) What is a “non-resident owned investment company” with reference to 
income taxes? 


A SOLUTION 


(a) A private company cannot offer stock to the public. It also differs from 
a public company in that the right to transfer its shares is restricted, and 
the number of its members is limited to fifty, exclusive of employees. 
The public company, but not the private company, is prohibited from 
having as its auditor a director or officer of the company. 
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(b) 


(c) 


(d) 


(e) 


Preferred shares carry a certain preference over the common or ordinary 
shares. In general, the preferred shares have a preference as to dividends 
and as to the distribution of assets on a winding-up of the company, 
although other preference conditions may exist. 


The loss carry over provision in the Income Tax Act permits a deduction 

from taxable income of business losses incurred in the five previous years 

and in the immediately following year. 

The term “long” indicates that a person owns securities or commodities. 

In its narrower sense, it is a term used to describe the client’s position 

where securities or commodities are due to him by his broker. 

The term “short” is used to indicate that a person: “owes’’ securities or 

commodities, that is, that he has “failed’’ to “deliver”. A broker would 

be “short” to a client who is “long”. 

The term “reserve” refers to an amount which, though not required to 

meet a liability or contingency known or admitted pr a decline in value 

which has already occurred as at the statement date, shas been appropriated 

(i) at the discretion of management, e.g., reserve for future decline in 
inventory values, reserve for general contingencies, reserve for future 
plant extension, or 

(ii) pursuant to the requirements of a statute, the instrument of in- 
corporation or by-laws of a company or a trust indenture, or other 
agreement, e.g., sinking fund reserve, general reserve, preferred stock 
redemption reserve. 


(f) “Fund accounting” means the recording of all funds raised for specific 


(g) 


(h) 


(i) 


purposes with a view to ensuring that the funds are earmarked and used 
only for those purposes. 


Hedging is a device to minimize losses from fluctuations in market price. 
For example, a “firm” purchase of a commodity for future delivery is 
offset by a sale of “futures” in the same commodity. If the market price 
has fallen at the time of delivery of the firm purchase, the sale of “futures” 
will in turn be cancelled (“bought in”) at a lower price, showing a profit 
to compensate for the loss on the firm purchase. 


Every fire insurance company is required to set up a provision for un- 
expired premiums as a liability, calculated on the premiums on the 
business in force at the end of the year. The provision really represents 
the cost of re-insuring the company’s liabilities in the event of its becoming 
insolvent. 


A subsidiary company is a company which has the whole or a controlling 
interest in its capital held by another company, called the parent or 
“holding” company. 

A “non-resident owned investment company” is an investment company, 
95% of the shares and 100% of the funded indebtedness of which are 
owned by non-residents. 
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PROBLEM 3 


Final Examination, October 1954 
Accounting I, Question 2 (13 marks) 
List the factors which should be taken into account in deciding whether 
or not you would recommend that a client install accounting machines to 
replace manual procedures. 


A SOLUTION 
Factors Governing a Decision to Install Machine Accounting 


Is there a need? Will the machines: 

(1) eliminate monotony, 

(2) reduce fatigue, 

(3) improve appearance, 

(4) improve quality and accuracy, 

(5) obtain better control, 

(6) relieve peaks and bottlenecks, 

(7) reduce cost? 

Are the expected improvements commensurate with the cost? 

Can the present method be improved to eliminate weaknesses without 

using mechanical methods? 

Do the contemplated costs and methods include: 

(1) Training costs and extra supervision required for the installation? 

(2) Preparatory work, not previously considered a part of the routine, 
which will be required on the part of workers? 

(3) A system designed to accommodate the exceptions which occur? 
(To what extent will these exceptions nullify the effectiveness of 
the new method and what effect will they have on cost?) 

What additional reports or statistics are being produced? Is there a 

real need for them or are they fringe reports? 

What marginal jobs are being included in the arguments put forward to 

justify acquistion of the equipment? Are these jobs sound applications 

for the new equipment, or can they be handled better or at a lesser cost 
in some other manner? 

What effect will mechanization and production-line techniques have upon 

the morale of the organization? 

Are trained operators available in sufficient quantity and quality to meet 

the organization’s normal selection standards? 

How will the proposed changes fit into the long-term needs of the 

organization ? 

Will the use of accounting machines lead to speedier preparation of the 

financial statements? 

How frequent and serious are machine breakdowns likely to be? What 

sort of delay is normally caused by repairs? 

Are servicing and repairs readily available? 





The Tax Review 


By Melville Pierce, B.A., LL.B. 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet, Esq., Q.C. (Chairman), Cecil L. Snyder, Esq., Q.C. (Assistant Chair- 
man), W.S. Fisher, Esq., Q.C. and R. S. W. Fordham, Esq., Q.C. 


216 v. M.N.R. 
Trusts & Estates — Rental property held 
in trust for life tenant — Whether busi- 
ness carried on — Right to capital cost 
allowance — ITA 1952 5s. 58 (5), (6) 
and (6A) 


Appellant’s husband owned three 
buildings in a city, the space in which 
was leased to commercial and residential 
tenants, and he alone collected the rents. 
He died in February 1952, and by his 
will left his estate in trust for his widow 
for her lifetime, remainder to his two 
sons equally, with absolute discretion to 
the trustees to encroach on the corpus of 
any beneficiary's share for the benefit of 
that beneficiary. By his will he also au- 
thorized the trustees of his will to carry 
on any business which the testator owned 
or was interested in at his death. The 
trustees continued to carry on testator’s 
business after his death and for the 
1952 taxation year deducted a deprecia- 
tion allowance of $2,800 in computing 
the taxable income of the estate. The 
Minister disallowed the deduction so 
claimed and included the amount there- 
of in computing the income of appellant, 
the life tenant, relying on ITA secs. 
11(1)(a), 58(5), (6) and (6A). 


Held (Mr. Fordham), the circumstances 
revealed by the evidence indicate that an 
allowance for depreciation was properly 
allocated by the trustees who were op- 
erating a commercial rental business. 
Goldman v. MNR, 53 DTC 434, 9 
TABC 251; 184 v. MNR, 54 DTC 366, 
11 TABC 129, distinguished. 


Ont, Dec 6/54 Allowed 


Editorial Note: Although it is not too clear 
from the judgment, the real dispute in this 
case seems to have been as to whether or 
not the testator’s trustees were carrying on 
a business in managing the three rental 
properties. Although the law appears to 
be quite clear that there is a statutory right 
to a capital cost allowance in respect of 
the cost of assets acquired for employment 
in a business, the Tax Department and some 
others seem loath to accept what the Act 
so clearly says where property held in trust 
is concerned. 


R. Truax Son & Co. v. M.N.R. 


Arms Length Transaction — Capital Cost 
Allowances — Sale of partnership prop- 
erty to company formed by partners — 
Provisional directors as intermediaries— 
Effect of — ITA 1948 s. 20(2) 


A father and his two sons carried on 
a business in partnership, and in Septem- 
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ber 1949 they agreed to sell it to a com- 
pany of the same name, whose incorpora- 
tion was procured the previous month 
by two solicitors and a woman, the 
two solicitors and the woman being 
the first shareholders and directors of the 
company. Following the transfer of the 
assets of the partnership firm the two 
sons acquired all the common shares of 
the company and the father acquired pre- 
ferred shares therein. The company in 
its tax returns for 1950 and 1951 claim- 
ed capital cost allowances in respect of 
the property acquired from the partner- 
ship on the basis of the price paid by 
the company for such property rather 
than the lower cost of the assets to the 
previous owners, the partners. The Min- 
ister, relying on ITA 1948 s. 20(2), 
would, however, allow capital cost al- 
lowances on the lower amount only, con- 
tending that the purchase of the proper- 
ty by the company from the partners was 
not at arms length within the meaning 
of that provision. 

Held (Messrs. Fisher and Snyder), as 
the only shareholders and directors of 
the company at the time of the trans- 
action were not related to the individ- 
uals who sold the assets to the corpora- 
tion the transaction was one that was 
conducted at arms length, and the appeal 
of the company must be allowed. Bal- 
lantyne Co. v. MNR, 6 TABC 71; 52 
DTC 115, followed. 

Ont, Dec 16/54 Allowed 


Editorial Note: One wonders if the same 
result would have followed if it were es- 
tablished in evidence that the solicitors and 
the woman referred to above acted on the 
instructions of the partners in procuring 
the issue of letters patent of incorporation 
for a company and naming themselves first 
shareholders and provisional directors. One 
might be forgiven for supposing that if 
such were the case they could hardly be 
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regarded as standing at arms length from 
their clients in respect of the incorporation 
of that company. Perhaps, after all, this 
case turns merely on the facts adduced in 
evidence. 


Venini v. M.N.R. 


Business or Property — Whether man- 
agement of several rental properties con- 
stitutes a business — Investment income 


surtax — ITA 1948, 31(5)(6) 


Venini owned some buildings in Cal- 
gary which he managed himself, there 
being 24 tenants in all. He exercised a 
continuous supervision over the build- 
ings, though his son kept the books. 
One of the buildings was a commercial 
building with 9 tenants, another con- 
tained a clothing store and a furniture 
store, and had 12 residential apartments 
upstairs, and he owned 2 houses each of 
which was rented to one tenant. In 
prior years Venini, in addition to own- 
ing and managing the properties, also 
conducted a piano business. In 1952 his 
revenue from the properties was $31,360 
and expenses, e.g., for taxes, insurance, 
interest, maintenance and depreciation, 
and a property management fee to his 
son, amounted to $21,120. 


Held (Mr. Snyder), on the facts Venini’s 
activities in regard to his properties did 
not go beyond the accepted ordinary re- 
lationship existing between a landlord 
and tenants, and therefore did not 
amount to the carrying of a business, 
so as to censtitute his revenues from the 
properties “earned income” within the 
meaning of ITA 1948 s. 31(5)(b). Ac- 
cordingly his revenue therefrom was in- 
vestment income and subject to the sur- 
tax of 4% thereon imposed by s. 31. 

Alta, Jan 18/55 Dismissed 


Editorial Note: As this commentator has 
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intimated in reference to other cases, the 
doctrine which the ITAB has evolved on 
this question stems from a peculiar fea- 
ture of the British Income Tax Act, where- 
under the income from ownership and oc- 
cupation of land is differentiated from busi- 
ness income. Unfortunately this peculiarity 
of British tax law seems to have invaded 
Canada, for although one can understand 
that mere ownership of revenue-producing 
land does not constitute a business one 
finds it difficult to understand why the ac- 
tive management of several properties con- 
taining several different tenants does not 
constitute a business. And, certainly the 
raison d@’étre for the surtax on investment in- 
come would seem to be no more applicable to 
the latter case than to any other business. 


218 v. M.N.R. 


Business Expenses — Professional En- 
tertainer — Hotel and travelling ex- 
pense — Entertainment expense — 
Whether incurred for purpose of gain- 
ing income from business — ITA 


12(1) (4) 


In his tax return for 1952, appellant, 
a professional entertainer, who carried 
on business as such within the meaning 
of the Income Tax Act, claimed the de- 
duction of certain expenses in computing 
his income for the year. 


Held (Mr. Monet), (1) the taxi fares 
and railroad fares expended by appei- 
lant for transportation from one radio 
station to another and from one city to 
another in order to take part in perform- 
ances were deductible, but taxi fare from 
his home to a radio studio was not, and 
neither was the taxi fare of a dramatic 
coach to appellant’s house to help him 
rehearse his parts: the evidence did not 
show that these expenses were in any way 
incurred by appellant for the purpose of 
gaining the income from his business. 


(2) Expenses incurred by appellant for 
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room and board while travelling outside 
the city where he lived to take part in 
certain stage plays were deductible, but 
other such expenses incurred by him for 
the purpose of meeting certain persuns 
to discuss a project which, had it ma- 
terialized, might have provided him with 
employment, were not deductible. 

(3) Sums paid by appellant to a drama- 
tic coach for assisting him to rehearse 
his roles were deductible. 

(4) Entertainment expense, including 
the cost of dinners, incurred by appel- 
lant in dealing with sponsors, publicity 
agents, producers, authors, etc., in order 
to maintain cordial relations, were prop- 
erly deductible as being expenses laid 
out for the purpose of earning appel- 
lant’s income from his business. 


Que, Dec 16/54 Allowed in pan 
227 v. M.N.R. 


Business Expenses — Holding company 

improving building for entertainment 

of subsidiary’s customers — Not deduct- 

ible by holding company — ITA (1951) 
5. 12(1) (a) and (6b) 


Appellant company owned trucks and 
machinery and derived all of its income 
through leasing these to a subsidiary 
company which was in the construction 
business, and which dealt almost exclu- 
sively with governmental bodies, federal, 


provincial, and municipal. In 1951 ap- 
pellant decided that it should purchase a 
building which could be used for the 
entertainment of officials of the various 
governmental bodies prior to the nego- 
tiation of governmental contracts with 
its subsidiary. A property was found 
which was subject to an option to pur- 
chase in favour of another person, but 
appellant entered into an agreement to 
occupy the property and make certain re- 





260 


pairs and improvements, with a right to 
apply the cost thereof to the rent if the 
option should be exercised by the other 
party and to recover it from the purchase- 
price if the option was not exercised. 
The option was not exercised and appel- 
lant purchased the building in a subse- 
quent year. In its return for 1951 ap- 


pellant claimed a deduction of the 
moneys expended in that year in repairs 
and improvements to the building. 


Held (Mr. Fisher), dismissing appel- 
lant’s claim, the expenditures were of a 
capital nature and therefore prohibited 
from deduction by s. 12(1)(b), and 
moreover, since it was not appellant but 
its subsidiary which entered into con- 
struction contracts with governmental of- 
ficials, these expenditures were not made 
by appellant for the purpose of gaining 
income from its property or its business, 
and therefore they were barred from de- 
duction by s. 12(1) (a) also. 


Jan 4/55 Dismissed 


Selig v. M.N.R. 


Business — When does a business cease 

— Scrap metal dealer goes out of busi- 

ness — Subsequently found liable to true 

owner of stolen metal — Whether pay- 

ment of liability deductible from income 

of year in which liability satisfied — ITA 
s. 12(1)(a) 


Selig carried on business as a dealer 
in scrap metal for several years prior to 
1947, in which year he sold his assets to 
a company of which he became one of 
the chief officers. In 1952 judgment was 
obtained against him by another company 
for the value of certain scrap metal which 
he had innocently purchased from two 
thieves in 1946 when he was carrying on 
business as a scrap metal dealer, the 
amount of the judgment and costs be- 
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ing above $7,000. In his income tax re- 
turn for 1952 Selig claimed the above 
amount as a deduction in computing his 
taxable income for that year. The Min- 
ister disallowed the deduction, and ap- 
pellant appealed. His income for 1952 
consisted of his salary as an officer of 
his company together with investment 
income, the latter alone being more than 
the amount of the judgment and costs. 

Held (Mr. Fisher), the disbursement of 
funds by appellant in payment of the 
judgment and costs awarded against him 
in 1952 was properly deductible from 
his investment income of that year. The 
deduction was not barred by ITA s. 12 
(1)(a), which prohibits the deduction 
of an outlay or expense ‘‘except to the 
extent that it was made or incurred by 
the taxpayer for the purpose of gaining 
or producing income from a property or 
a business of the taxpayer’: there need 
not be any casual connection between an 
expenditure and a receipt to permit of 
deduction: Imperial Oil Ltd. v. MNR: 
[1947] Ex C.R. 527, per Thorson P. at 
p- 543, followed. The liability here in 
question arose directly out of the normal 
trading operation of this taxpayer in 
the ordinary course of buying and selling 
scrap metal and accordingly the expen- 
diture made in 1952 was an expense in 
connection with a business of the tax- 
payer which under ordinary circum- 
stances and in the absence of any ex- 
press prohibition in the statute would be 
allowable as a deduction for income tax 
purposes: the risk of innocently purchas- 
ing stolen metal is an ordinary risk of 
the scrap metal business. Had the lia- 
bility to the true owner of the scrap metal 
been met by appellant in the year in 
which he purchased the stolen metal 
there is no doubt that the deduction 
would have been allowable, and it makes 
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no difference that the liability was met in 
a subsequent year, and indeed after the 
appellant had ceased to conduct a scrap 
metal business of his own; to the extent 
that he was still subject to a liability 
arising out of a business which he had 
formerly conducted he was still in that 
business. 

Que, Jan 14/55 Allowed 


Editorial Note: This is a judgment which 
breaks new ground, and it will be inter- 
esting to see if the Minister will seek a 
more authoritative judgment on the ques- 
tion from the higher Courts. It is only 
by obtaining pronouncements of the highest 
Courts on important questions of principle 
such as this case involves that the tax law 
will be clarified — to the advantage both 
of taxpayer and tax collector. 


232 v. M.N.R. 


Business Income — Ex gratia payment 
made on contract because of contractor's 
loss — Payment made in year subsequent 
to work — Whether a trading receipt 


Appellant, a dredging and shipbuild- 
ing company, entered into contracts with 
another company in 1939 and 1943 to 
remove some 5 to 6 million cubic yards 
of what was thought to be boulder clay 
from a certain new canal constructed for 
power development purposes, the con- 
sideration being a certain sum per yard. 
The work was completed in December, 
1944, and appellant company sustained 
a very large loss on the contracts owing 
to the fact that it met with a large 
amount of rock and other physical im- 
pedimenta. In 1944 the capital stock of 
the other company was expropriated by 
the Crown and it became an agent of 
the Crown in the right of the Province, 
and its property was declared to belong 
to the Province. Appellant company 
made persistent applications to the other 
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company for some ex gratia payment in 
view of the heavy losses it sustained on 
the contract, and finally in 1949 the 
other company made it an ex gratia pay- 
ment of $750,000, which the Minister of 
National Revenue contended was charge- 
able as income of that year. 


Held (Mr. Fordham), inasmuch as the 
sum was received by appellant in virtue 
of its office or employment the sum must 
be included in computing its income, not- 
withstanding that it was received ex 
gratia and, moreover, not from the orig- 
inal company but from a company that 
had become the agent of the Crown; 
under the Quebec Companies Act, R.S.Q. 
1952, c. 276, s. 18(6), where one com- 
pany amalgamates with another, which 
was what occurred here, the new com- 
pany assumes the obligations of the ab- 
sorbed company. 
Jan 27/55 


Editorial Note: There is a great deal of 
authority to the effect that where a trad- 
ing receipt is received subsequent to the 
year in which it was earned it must be 
included in computing the trading income of 
the year in which it was earned and not of 
that in which it was received, and, more- 
over, that the test of a trading receipt is 
not whether it is legally demandable but 
whether it pertains to the trade. The ap- 
pellant did not make that assertion here (as 
an alternative plea, of course) and that may 
have been because the tax exigible on the 
sum in the year in which it was earned 
may have been more than the tax exigible 
in 1949. Perhaps not. 


Dismissed 


Sheper v. M.N.R. 
Medical Expenses — Deduction — Pay- 
ment by cheque on December 31 — 
Cheques cashed in subsequent year — 
When payment made — ITA 1951 s. 
26(1) (6) 


Sheper mailed cheques in respect of 
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medical bills to several doctors on De- 
cember 31, 1951. The cheques were 
cashed by the recipients in January 1952 
and debited to Sheper’s bank account. 
On this appeal Sheper sought to include 
the amount of the cheques in claiming a 
deduction for medical expenses for 1951 
under ITA s. 26(1)(b) which permits 
a deduction for medical expenses ‘‘paid 
within . . . . the year”. The Minister 
contended that mailing the cheques in 
question did not constitute payment of 
the bills for which they were given, and 
that payment did not occur until the 
cheques were cashed, which took place 
in 1952. 

Held (Mr. Fisher), under s. 39 of the 
Post Office Act, R.S.C. 1952, c. 212, de- 
posit of a cheque in a mail box makes 
it the property of the addressee, and the 
law is clear that a cheque operates as 
payment of a debt subject to a condition 
subsequent, and if the cheque is met it 
is an actual payment ab initio and not a 
conditional one. Marreco v. Richardson 
[1908] 2 K.B. 584, per Farwell L.J. at 
p. 593, followed. The appeal must 
therefore be allowed. 
Que, Jan 6/55 Allowed 
Montreal Milk Producers’ Co-Op. 

Agric. Assoc. v. M.N.R. 


Exemptions — Co-operative agricultural 
society — Commercial character of its 
operations — Profit taxable — ITA 


(1948) s. 4(h) 

Appellant was incorporated in 1919 
under the Quebec Co-op. Agricultural 
Associations Act, its declared objects be- 
ing to improve and develop agriculture, 
especially dairying and milk producing, 
to buy and sell livestock, feed, farm im- 
plements, fertilizers, to purchase and 
process agricultural products for the 
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benefit of its members, to improve the 
method of distributing milk and milk 
products, to promote better business re- 
lations between milk producers, dealers 
and consumers and co-operation between 
milk producers, and to act as agent for 
its members. Its members and share- 
holders were all milk producers, whose 
products appellant processed and sold; its 
sales in 1947 and 1948 exceeded $1,- 
000,000 in each year, and its profit was 
nearly $15,000 in 1947 and nearly $27,- 
000 in 1948. Its receipts were derived 
from fees applied to milk supplied by 
its members, the operation of a milk 
plant which though returnable to mem- 
bers was retained by appellant for use 
in the further extension of its services to 
members, and from investments. Ap- 
pellant contended that it was exempt 
from tax under ITA s. 4(h). 

Held (Mr. Fordham), appellant's activi- 
ties were commercial in character; there 
was nothing of a “social welfare, civic 
improvement, pleasure, recreation or 
other non-profitable” character in its op- 
erations within the meaning of s. 4(h), 
and it was therefore not entitled to the 
exemption claimed. St. Catharines Fly- 
ing Training School Ltd. v. MNR 
[1953] Ex. C.R. 259, distinguished. 
Que, Jan 5/55 Dismissed 


Proteau v. M.N.R. 
Undistributed Income on Hand — Tax- 
paid undistributed income — Deemed 
dividend — Conversion of stock — Par 
value of new stock exceeding tax-paid 
undistributed income on hand — Whetb- 
er excess chargeable to current year's 
earnings — ITA 1948 s. 73A(1)(4) 

The L Co., of which Proteau was (ap- 
parently) the sole shareholder, was a 
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company incorporated in Quebec with 
authorized and paid-up capital of $20,- 
000 divided into 200 common shares of 
$100 par value each, and at the end of 
its 1949 taxation year had undistributed 
income on hand of $78,786.82, or a 
total shareholders’ equity at that time of 
$98,786.82. In August, 1950 the com- 
pany paid a 15% tax under Part IA of 
the Income Tax Act on its undistributed 
income on hand at the end of 1949. 
Later in the year the company obtained 
supplementary letters patent authorizing 
the conversion of its capital from 200 
common shares of $100 par value each 
to 500 n-p-v common shares and 1,000 
redeemable preference shares of a par 
value of $100 each, and pursuant to the 
supplementary letters patent converted 
its outstanding common shares at the 
rate of 1 old common share for 2 new 
common shares and 4 preference shares. 
In consequence the company called in 
the 200 par value common shares and 
issued in substitution therefor 400 no- 
par-value common shares and 800 prefer- 
ence shares of a par value of $100 each. 
In the taxation year ending December 31, 
1950 the company had income of $28,- 
267.85. In assessing appellant to income 
tax on his personal income for 1950 the 
Minister took the position that at the 
time of the conversion he had received a 
deemed dividend equal to the value of 
the preferred shares ($80,000) less the 
amount of the company’s tax-paid undis- 
tributed income on hand at the time of 
the conversion, viz. $66,968.80, which 
amounted to $13,031.20. The com- 
pany objected, contending in effect that 
while the value of the new stock issued 
in 1950 exceeded the company’s tax-paid 
undistributed income on hand at the 
time, the excess was chargeable to the 
company’s subscribed and paid-up capital 
of $20,000 and not to its 1950 earnings. 
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Held (Mr. Monet), in view of the ex- 
plicit language of ITA 1948 s. 73A(1) 
(a) that a company’s undistributed in- 
come on hand at any time means the sum 
of its incomes for certain years ending 
with the specified taxation year, the 
deemed dividend was chargeable to the 
company’s 1950 earnings to the extent 
that the dividend exceeded the company’s 
tax paid undistributed income on hand at 
the time, and the assessment must stand. 
Que, Sep 1/54 Dismissed 


228 v. M.N.R. 


Interest — Deductibility of — Interest 
accruing in respect of succession duty — 
Interest on money borrowed to pay suc- 
cession duty — Not interest “on’’ suc- 
cession duty — ITA 1948 s. 11(1)(m) 


A testatrix died leaving a very large 
estate upon which succession duties of 
$3,700,000 were payable. Her estate 
consisted in large part of common stock 
in a mining company, and rather than 
depress the market by selling a large 
block of the stock to realize the funds 
necessary for payment of the succession 
duties the executors of testatrix’s will 
borrowed the necessary funds from a 
bank and paid the succession duties 
therefrom. In the income tax returns 
subsequently filed by the executors they 
claimed a deduction of the interest paid 
on the money so borrowed, the average 
yearly amount of such interest being 
over $29,000. The Minister disallowed 
the deduction on the ground that the in- 
terest so paid on the bank loan was not 
interest accrued in the respective taxa- 
tion years in respect of succession duties 
within the meaning of those words in 
ITA 1948 s. 11(1)(m) and was not 
interest on borrowed money used for the 
purpose of earning income from a busi- 
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ness or property within the meaning of 
those words in s. 11(1)(c). 


Held (Mr. Fordham), dismissing the ap- 
peal, the administration of the testatrix’s 
estate did not amount to the conduct of 
a business and hence the interest was not 
deductible under s. 11(1)(c), nor was 
the interest paid in respect of succession 
duties within the meaning of s. 11(1) 
(m): in the context of s. 11(1)(m) the 
words “in respect of” are equivalent to 
the preposition “on”. 185 v. MNR, 54 
DTC 395, 11 TABC 173, followed. 


Jan 11/55 Dismissed 


230 v. M.N.R. 


Winnings from habitual betting on horse 
races —- Not income from a business— 
Not taxable 


During a period of five years appel- 
lant won more than $15,000 from bets 
on horse races, which it was contended 
were profits from a business. 


Held (Mr. Monet), it is a question of 
fact whether the appellant’s conduct, ex- 
amined in the light of all the circum- 
stances relating to his bets, was that of a 
person engaged in what the Act defines 
as a business, and on the facts pre- 
sented in this case (which are not set 
out in the report) it could not be con- 
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cluded that his winnings at the race- 
track were derived from a business. 


Jan 18/55 Allowed 


Bourassa v. M.N.R. 
Commission salesman — Employer pays 
travelling allowances — No right to de- 
duct actual travelling expenses — ITA 

5. 5(b) (iv), 11(6) 


During 1949, 1950, 1951, and 1952 

Bourassa was employed as a commission 
salesman for a Montreal company, and 
in addition to commissions also received 
travelling allowances from the company, 
the amount of which was, however, less 
than the travelling expenses which he 
actually incurred in those years. He 
claimed the right to deduct his actual 
travelling expenses in computing his 
income from the employment. 
Held (Mr. Monet), although appellant 
satisfied the conditions set forth in para- 
graphs (a), (b), and (c) of ITA s. 
11(6), which were conditions prere- 
quisite to the deduction claimed, he did 
not meet the condition set forth in para- 
graph (d) since he received travelling 
allowances from his employer which 
were not required to be included in com- 
puting his income under s. 5(b) (iv), 
and he did not in fact include them in 
computing his income. 


Que, Dec 6/54 Dismissed 


CORRIGENDUM 
193 v. M.N.R. 


In the abridgement of the above named case appearing in The Canadian Chartered 
Accountant, February, 1955, on page 124, the editor of this department mistakenly asserted 
that the Minister was upheld in his contention and that the appeal was dismissed. Of course 
the reverse was the case, the Minister was not right but wrong in his contention and the appeal 


was not dismissed but allowed. 


The editor of The Tax Review tenders his readers an apology for this error. 
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NEWS OF OUR MEMBERS 


ALBERTA 
Fred Rutherford, C.A. has been named 
general auditor of the Canadian Pacific 
Railway Company. 


BRITISH COLUMBIA 
Affleck & Wolf, Chartered Accountants, 
announee the removal of their offices to 
the Elks Bldg., 56 6th St., New West- 
minster. 


Gordon H. Ackley, C.A., William B. 
Nelson, C.A., and Carl E. Sandberg, C.A. 
announce the opening of an office for the 
practice of their profession under the 
firm name of Ackley, Nelson & Sandberg, 
Chartered Accountants, at 226 Standard 
Bldg., 510 W. Hastings St., Vancouver. 


MANITOBA 
John R. Ligertwood, C.A., has been ap- 
pointed general treasurer of the Church 
of England in Canada. 


George A. Horne, C.A. announces the 
opening of an office for the practice of 
his profession at 294 Hamilton St., Nee- 
pawa. 


J. A. Chambers, C.A., Winnipeg, an- 
nounces the admission to partnership of 
B®. Chiswell, C.A. Henceforth practice of 
the profession will be carried on under 
the firm name of Chambers, Chiswell & 
Co., Chartered Accountants. 


Herbert Latter, C.A., St. Boniface, an- 
nounces the admission to partnership of 
B. Walker, C.A. Henceforth practice of 
the profession will be conducted under 
the firm name of Latter, Walker & Co., 
Chartered Accountants. 


D. A. B. Murray, C.A. has been elected 
president of The Industrial Development 
Board of Greater Winnipeg. 


The Great-West Life Assuranee Com- 
pany announces the appointment of John 
H. Bennett, C.A. as assistant accountant. 


Peat, Marwick, Mitchell & Co., Chart- 
ered Accountants, Winnipeg, announce 
the admission to partnership of W. J. 
Rutledge, C.A. 


Eric Wright, C.A. was a recent guest 
speaker at meetings of NOMA and the 
Society of Industrial and Cost Account- 
ants. He spoke on: “The Accountant’s 
Contribution to the Profits of a Bust- 
ness”. 


W. G. Konantz, C.A. has been elected 
vice-president and general manager of 
North American Lumber & Supply Co. 
Ltd. 


J. S. Swinden has been made the hon- 
orary treasurer of the Community Chest 
of Greater Winnipeg. 


NOVA SCOTIA 


Halifax Board of Trade has named A. 
Irvine Barrow, C.A. as its president. 


ONTARIO 
Allan Pyzer, C.A. announces the re 
moval of his offices to Ste. 605, 183 Rich- 
mond St. W., Toronto. 


At a recent dinner the Toronto Chap 
ter of the Society of Industrial and Cost 
Accountants honoured J. A. McCleery, 
C.A. for his achievement in winning the 
D. R. Harrison gold medal for the high- 
est marks in Canada and the H. P. 
Wright gold medal for Ontario in his cost 
accounting examinations. 


Building Products Ltd., Montreal, em 
nounce the appointment of John DB. Mit- 
cham, C.A. as secretary-treasurer of the 
firm. 


265 





266 


Maurice A. Honeywell, C.A. has been 
elected president of Holden Manufac- 
turing Co. Ltd., Ottawa, the board of di- 
rectors has announced. He also becomes 
president of S. E. Woods Ltd. 


J. A. Ross, C.A. has returned to his 
position as controller of Shell Oil Co. of 
Canada Ltd. Appointed controller in 
1945, he spent the last two years in the 
U.K. and U.S.A. on special assignments 
for his company. 


Jerome Pollock, B.Com., M. Litt., C.A. 
announces the opening of an office for 
the practice of his profession at Rm. 103, 
299 Main St. E., Hamilton. 


Franklin W. Rutherford, C.A. has been 
made vice-president and controller of 
Marine Office of America, New York. 


Kenneth W. Ball & Co., Chartered Ac- 
countants, announce the removal of their 
offices to Ste. 206, 696 Yonge St., Toronto. 

| 

Starr & Barrett, Chartered Account- 
ants, Toronto, announce the dissolution 
of partnership. Harry A. Starr, C.A. is 
carrying on his practice of the profes- 
sion under his own name at Ste. 1, 372 
Queen St. W., Toronto. Gilbert R. Bar- 
rett, C.A. is carrying on his practice of 
the profession at Ste. 602, Federal Bldg., 
Toronto. 


Manitoba Institute Convocation 


In honour of the candidates who were 
successful in the 1954 final uniform ex- 
amination, the Manitoba Institute held a 
convocation at the University of Mani- 
toba, Fort Garry, on March 10. Dr. 
Hugh H. Saunderson, president of the 
university, delivered the address to the 
graduates and Very Rev. J. Burton 
Thomas, D.D. gave the invocation. Light 
refreshments were served following the 


THE CANADIAN CHARTERED ACCOUNTANT 





APRIL 


Arthur I. Cole, C.A., Roland D. Lewis, 
C.A., and Sol Layton, C.A. announce the 
formation of a partnership for the prac- 
tice of their profession under the firm 
name of Arthur I. Cole & Co., Chartered 
Accountants, with offices at 39 Spadina 
Rd., Toronto. 


QUEBEC 
C. N. Knowles & Co., Chartered <Ac- 
countants, 437 St. James St. W., Mont- 
real, announce the admission to partner- 
ship of John P. Weir, C.A. and Raymond 
Dulude, C.A. 


Marcel Belanger, C.A. has been ap- 
pointed to a royal commission to investi- 
gate Canada’s coastal shipping trade to 
determine whether United Kingdom 
ships should be permitted to continue 
operation in the service without restric- 
tions. Other members of the commis- 
sion are Mr. Justice W. F. Spence of the 
High Court of Justice for Ontario, chair- 
man, and William N. Wickwire, Halifax 
barrister. 


SASKATCHEWAN 


Mrs. Eva M. Leger, C.A. announces the 
removal of her offices to 800 Spadina Cr. 
E., Saskatoon. 


Kenneth D. Van Iderstine, B.Com., 
C.A. announces the opening of an office 
for the practice of his profession at Bell 
Block, 1810 Broad St., Regina. 


Institute Notes 


ceremonies, and a dinner dance at the 
Fort Garry Hotel followed in the even- 
ing. 


Annual Meeting of Regina C.A. 
Students Society 
The following officers were elected at 
the annual meeting of the Regina Chart- 
ered Accountants Students Society held 
on January 20, 1955: president, W. Lutz; 
senior vice-president, Jack Morrow; 
junior vice-president, Ron Campbell. 
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C.1LC.A. President Visits 
Two Ontario C.A. Associations 

Special guests at the annual at home 
of the Chartered Accountants Club of 
Western Ontario were Grant Glassco, 
president of the Canadian Institute, and 
Mrs. Glassco. Eight new C.A.’s from the 
district were welcomed by the Club and 
presented to Mr. Glassco. 


On February 23 Mr. Glassco addressed 
a dinner meeting of the Hamilton and 
District C.A. Association on “The Public 
Relations of the Accounting Profession”. 


New Officers of Ontario Public 
Accountants Council Elected 

At their recent annual meeting in Tor- 
onto the Public Accountants Council for 
the Province of Ontario elected John S. 
Entwistle, C.P.A. as their new president 
succeeding A. S. Merrikin, F.C.A. of Ot- 
tawa. Other officers are: vice-president, 
J. G. Brown, F.C.A. of Kitchener; sec- 
retary, H. J. Cornish, C.P.A. of London; 
treasurer, W. J. Ayers, F.C.A. of Toronto. 
Licensees of the council consisted of 995 
chartered accountants, 319 certified pub~- 
lic accountants, and 867 others as at the 
date of the annual meeting. 


Ontario Institute 72nd 

Anniversary Dinner 
About 750 members, students, and 
guests were present at the 72nd anniver- 
sary dinner of the Ontario Institute, held 
in the banquet hall of the Royal York 
Hotel, Friday, March 11. Mr. D. A. 
Ampleford, F.C.A., president of the On- 
tario Institute presided. Among the dis- 
tinguished guests were The Hon. Louis 
O. Breithaupt, Lieutenant Governor of 
the Province, The Hon. J. W. Pickup, 
Chief Justice of Ontario, and The Rt. 
Rev. F. H. Wilkinson, Coadjutor Bishop 
of Toronto. Guest speaker was Mr. J. 
Grant Glassco, O.B.E., F.C.A., president 
of the Canadian Institute and a past 
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president of the Ontario Institute (tezt 
of his speech appears on pp. 206-214 of 
this issue). 

As is the practice, the opportunity was 
taken to introduce recently qualified new 
members and prizes and medals won at 
the October 1954 examinations were pre 
sented. 

A special feature of this gathering was 
the presentation of 6 certificates of life 
membership, with 4 of the new life mem- 
bers present. 


Ontario Students Association 

The March meeting in the winter 
series was held in the lecture hall of 
the C.A. building. Guest speaker J. 
Harvey Perry, Director of the Canadian 
Tax Foundation, presented an outline of 
the structure of taxation, municipal, pro- 
vincial, and federal, in Canada. Time 
was allowed for questions after the talk 
and refreshments rounded out the even- 
ing. Bill Bradshaw was responsible for 
the arrangements. Approximately 100 
students from the Toronto area attended. 


Membership in the Foundation is avail- 
able to students at a reduced rate of 
$5.00 a year. Members receive the pub 
lications of the Foundation, may particl- 
pate in conferences, and have the use of 
the library. Address of the Foundation 
is 191 College St., Toronto 2B. 


Cornerstone Laying Ceremony 
of Quebec Institute 

On February 28 last, J. C. Thompson, 
president of the Institute of Chartered 
Accountants of Quebec, officiated in lay- 
ing the cornerstone of the Quebec In- 
stitute’s new building which is being 
constructed on Lagauchetiere Street in 
Montreal. As part of the ceremony a 
time capsule containing a commemorat- 
ing scroll was buried in the wall of the 
building beside the stone. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 


@Pbituaries 


William Eyre 
The Institute of Chartered Account- 
ants of Quebec announces with deep re- 


gret the death of William Eyre on De- 
cember 24, 1954. 


Mr. Eyre was admitted to membership 
in the Quebec Institute in 1930 by virtue 
of his membership in the Institute of 
Chartered Accountants in England and 
Wales. In 1920 he joined the American 
firm of Deloitte, Plender, Griffiths & Co., 
becoming a member of that firm in 1927. 
He was made a partner of Haskins & 
Sells in 1952 as a result of the merger in 
that year. 

To his widow, the members of the In- 
stitute extend their sincere sympathy. 


William J. Kolle 


The Ontario Institute regrets to an- 
nounce the death in Toronto on March 
10 of William J. Kolle. Mr. Kolle 
had been ill for a short time only. He 
was born in Vancouver and attended the 
University of British Columbia, subse- 
quently graduating from Queen’s Uni- 
versity at Kingston, Ontario, with the 
degree of Bachelor of Commerce. He 
trained with Wilton C. Eddis and Sons 
and became a member of the Institute 
in 1935. During the early years of the 
Second World War he engaged in special 
investigation work with the Foreign Ex- 
change Control Board. Since the war he 
had been active in private practice. 


Mr. Kolle was an honorary member of 
the Toronto Men’s Press Club and was 
a member of the Masonic Order. 


To his widow and his family The In- 
stitute extends its sincere sympathy. 


Frank Martin Turnbull 


The Institute of Chartered Accountants 
of Ontario announces with regret the 
passing of Frank Martin Turnbull who 
died suddenly in Huntsville on Decem- 
ber 16, 1954. 


Mr. Turnbull was born in Hull, Eng- 
land, in 1884 and was educated at Hym- 
ers College. He was articled to Fawley, 
Judge and Easton, Chartered Account- 
ants, in Hull and was admitted to the 
Institute of Chartered Accountants in 
England and Wales in 1907, the Quebec 
Institute in 1919, and the Ontario In- 
stitute in 1951. 


In 1910 Mr. Turnbull joined The Lake 
Superior Corporation as auditor and one 
year later was appointed comptroller of 


The Algoma Steel Corporation and its 


industrial group of companies. In 1917 
he returned to public accounting and be- 
came a partner of the firm of Sharp, Milne 
and Co. in Montreal. In 1924 he joined 
the Ontario Government Service and was 
appointed assistant provincial treasurer 
and financial controller. In 1932 he re- 
turned to private practice. Early in 
World War II, he became secretary- 
treasurer and assistant manager of No. 
20 Elementary Flying Training School 
(R.C.A.F.), a Crown sponsored company 
under the British Commonwealth Air 
Training Plan. On the cessation of hos- 
tilities, he returned to private practice 
and in 1951 he moved to Huntsville 
where he practised until his death. 

Mr. Turnbull has two sons both of 
whom are members of the Institute of 
Chartered Accountants of Ontario. 

To his wife, his sons and two daugh- 
ters, the members of the Institute extend 
their sympathy. 
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Taxation of the Forest Industries in 
Ontario, by George C. Wilkes; pub- 
lished by University of Toronto Press, 
1954; pp. 102; price $2.00 


This is Forestry Bulletin No. 3, 
University of Toronto. One might ex- 
pect it to be a sort of tax guide for 
those responsible for filing tax re- 
turns of companies engaged in lum- 
bering, pulp and paper operations, etc. 
It is much more than that. It is a 
clear presentation of the relationship of 
taxes to the problem of developing a 
program of sustained-yield manage- 
ment of our forests. 


The history of the various taxes 
levied on the forest industry is quite 
interesting. Mr. Wilkes rather sug- 
gests that the considerations that led 
to the imposition of stumpage dues and 
land rentals are not present in our 
economy of today. He makes a good 
case for a new approach to taxing for- 
est products and a new outlook on 
the purpose for which taxes should be 
imposed. 

Since forests exist in other lands, 
the author includes an interesting ex- 
planation of the types and basis of 
taxation in Sweden, Norway, Finland, 
France, the United Kingdom, and the 
United States. 


The importance of tenure of forest 
land is stressed. If forest industries 
are to be encouraged, it is only fair 
to assure them that a program of sus- 
tained-yield forest management will be 
fairly compensated by clearly defined 
property rights and an equitable basis 
of taxation The author also reminds 
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the industries of their responsibility in 
bearing their proper share of the tax 
burden. 

Altogether it is a timely contribu- 
tion to the study of the relationship of 
taxation policies to the economic oper- 
ation of Ontario forest lands. It should 
be of interest to those who are vital- 
ly concerned with the future of On- 
tario forest lands, especially those en- 
gaged in the management of forest in- 
dustries, and to governmental officials 
responsible for the drafting of tax 
laws and their administration. 


HENRY N. JORDAN, F.C.A. 
Toronto, Ontario 


An Introduction to Cost Accountancy 
(vols. II and III), by R. Warwick Dob- 
son; published by Gee & Co. Ltd. Lon- 
don, 1954 and 1955; pp. 352; price 
37/6 

These two volumes complete this 
work, Volume I of which has already 
been reviewed in The Canadian Chart- 
ered Accountant, September 1954, 


In Volume I the author discussed the 
problems and scope of cost finding, and 
detailed various systems of expense col- 
lection, distribution, and control. 


Volumes II and III describe and ex- 
plain the details of the operation of these 
systems. 


Volume II illustrates the operation of 
a set of cost accounts and the entries 
necessary to integrate the cost records 
with the general books. An unusual fea- 
ture of this illustration is the inclusion of 
sales and all operating expenses in the 
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cost ledger, and the treatment of the cost 
ledger controlling account as a profit and 
loss account. 

The presentation of cost information 
and the details of the cost audit are also 
described and discussed in this volume. 

Volume III describes in great detail 
the forms and documents necessary to 
provide the information for the accounts 
prepared in Volume II. Literally hun- 
dreds of forms are exhibited and ex- 
plained, many of them apparently forms 
actually used by business concerns. The 
presentation and explanation of these 
forms are well coordinated, and the il- 
lustrations are excellent, but at times 
there is an impression that the process of 
bookkeeping is being accentuated at the 
expense of the function of accounting. 
This also applies to Volume II where 90 
pages are devoted to illustrations and de- 
scriptions in great detail, of business 
machines, their capabilities, and meth- 
ods of operation. 

To the cost bookkeeper this work of- 
fers a review of the methods of record- 
ing cost data, and an introduction to the 
purpose and use of such data in the wider 
field of business control. 


F. R. CROCOMBE, C.A. 
University of Toronto 


Your Local Government, by Donald 
C. Rowat; published by The Macmil- 
lan Co. of Can. Ltd., Toronto; pp. 148; 
price $2.50 

“Your Local Government” is a com- 
prehensive review of the structure of 
local governments in Canada. This 


book deals with the following phases 

of these governments:— 

The historical background of the development 
of municipal governments and the various 
provincial statutes under which they op- 
erate. 
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The duties of municipal officers and the 
various procedures governing their elec- 
tion. 

The method of appointing administrative of- 
ficers and their respective authority and 
duties. 

The sources of revenue and the steps taken 
to impose and collect these revenues. 

The advantages, disadvantages, and problems 
of centralization. 

The complexity of the financial relationship 
between the federal, provincial and muni- 
cipal governments, and the _ constantly 
growing need of municipalities for the ad- 
ditional revenues necessary to discharge 
their responsibilities. 

Mr. Donald C. Rowat is to be con- 
gratulated on the clear and simple man- 
ner in which he presents the historical 
background leading to the present form 
of local governments and the complex 
problems facing those public servants 
charged with the responsibility of ad- 
ministering their affairs. His book will 
be of great interest to those wishing to 
familiarize themselves with the functions 
of these governments, which are the 
foundation of our federated Canadian de- 
mocracy. 


L. N. BUZZELL, C.A. 
Montreal, Ouebec 


Fifty Years: The story of the Associa- 
tion of Certified & Corporate Account- 
ants 1904-54; published by that Asso- 
ciation; pp. 70 

This volume, written by R. T. Bell 
and F. C. Osbourn, secretary of the as- 
sociation, is published by The Associa- 
tion of Certified & Corporate Account- 
ants on the occasion of their golden 
jubilee. 

The organization’s progress since its 
founding in 1904 is fully outlined and 
there are interesting excerpts from the 
speeches of F. E. Smith (later Lord 
Birkenhead), Marshall Hall, and other 
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distinguished guests who, over the years, 
attended the Association’s annual ban- 
quets. 


On the lighter side, the one time pub- 
lic confusion as to the functions of an 
accountant is stressed by reproduction of 
an advertisement, circa 1913, for a lady 
accountant who was to include cooking 
among her duties. 


Originally known as the London As- 
sociation of Accountants, the present 
title was adopted in 1939 after amalga- 
mation with the Corporation of Account- 
ants and in 1941 the organization was 
further enlarged by amalgamation with 
the Institution of Certified Public Ac- 
countants. 


William Macfarlane Gray, president 
of the Association, states in the foreword 
that the book has been kept to modest di- 
mensions in order to bring it within 
teach of every student of the associa- 
tion. It is no adverse criticism to say 
that the appeal of a domestic history such 
as this is strictly limited. This in no 
way detracts from the appearance of the 
volume as it is attractively produced, 
well and profusely illustrated, and the 
simplicity of the white and gold cover 
design is most pleasing. 

R. E. 


The Barley and the Stream; The Mol- 
son Story, by Merrill Denison; pub- 
lished by McClelland & Stewart Ltd., 
Toronto, 1955; p. 398, 27 illust.; price 
$5.00 

This book, the latest of several which 
Merrill Denison has written about 
business history on the North Ameri- 
can scene, provided him with material 
well above the average in interest. For 
this reason it may be considered one of 
his best works and it would be diffi- 


cult to find, for drama and colour, a 
better account of a Canadian enter- 
prise. 


The theme of his story — a detailed 
account of 172 years of a Canadian 
family of able, public spirited men — 
presents interesting glimpses of life in 
early times in Upper and Lower Can- 
ada. ‘The author has given us a valu- 
able and well written piece of research, 
as a further contribution to the store of 
Canadian history. 


Some 5,000 documents, including 
day books, journals, and ledgers, were 
placed at the disposal of the author, 
the earliest dating back to the 1780's, 
and this collection constitutes one of 
the most comprehensive sets of com- 
mercial material in America. Entries 
in the early ledgers and account books 
disproved the theory that figures are 
cold featureless facts. By their nature 
they give a surprisingly clear picture of 
what manner of men the early Molsons 
in Canada were. The books not only 
show frequent transactions in real es- 
tate and investments in various banks 
and insurance companies and such pub- 
lic utilities as the Welland Canal Com- 
pany but also several loans to old 
friends in times of business stringency 
and contributions to churches and 
charitable bodies. The ledgers record, 
in a day when such considerations were 
not compulsory, payments to sailors as 
compensation for injuries while in the 
Molson employment. Similarly, the ac- 
counts in the early chapters of the book 
cast light on the industrial development 
of that time. Take, for example, the 
construction records of 1809 for The 
Accommodation, the first of a number 
of steamboats which John Molson had 
built to carry the ever-increasing throng 
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of immigrants who landed at Quebec and 
desired transportation up the St. Law- 
rence to Montreal. These records show 
that the castings for the engine of The 
Accommodation were done at the fam- 
ous Forge du St. Maurice near Three 
Rivers. While it is known that during 
the French regime these iron works were 
the largest in North America it has never 
been established before that they were 
sufficiently advanced to tackle a job of 
this nature. 

A decidedly nostalgic historical fact is 
provided by the records that a steerage 
passage in the early 1820's, from Que- 
bec to Montreal, cost slightly less than 
one shilling. 

Brewing, boats, and banking in that 
order were the foundations for the vast 
Molson enterprise as we know it today. 
Success in these endeavours was con- 
stant because in good times or bad in a 


day when trade in general was still most- 
ly barter, the Molsons obtained their 
material on credit and sold their goods 
and services — ale and transportation — 


for cash. Merrill Denison has dealt 
thoroughly with each enterprise and 
given life, character, and colour to the 
succeeding generations who have con- 
trolled this great Canadian manufactur- 
ing business. 

This book, apart from its historical 
content, is of interest because it depicts 
in an exciting and factual way how 
business, as it has grown, has come to 
rely more and more on the accountant for 
help outside of pure auditing and ac- 
counting. In 1911, in order to simplify 
a complicated situation in ownership as 
well as other considerations, it was de- 
cided to form a private limited joint- 
stock company to be known as Molson’s 
Brewery Limited. In a lengthy letter 
dealing with the details of this transac- 
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tion, Herbert Molson wrote “Our 
books, of course, will have to be some- 
what remodelled by a chartered ac- 
countant to conform to the require- 
ments of a limited company”. The fact 
that such words were written 44 years 
ago would seem to indicate that even 
at that time the increasing complexities 
of carrying on business were forcing a 
trend to greater specialization on the 
part of the accountant. 

Two great wars and a world depression 
resulted in further changes in the man- 
agement activities of ie eons Ear- 
ly in 1945 Molson Breweries Limited 
changed from a closed private limited 
company to a public company and when 
the directors met to ask themselves what 
should be done in the light of this and 
other developments, they planned the 
most exciting years of growth and de- 
velopment in its entire history. 

Molsons records show that in the 5- 
year period 1949-53, the company col- 
lected from the consumer and paid to 
various governments the sum of $126,- 
500,000 in taxes. Its present output is 
1,750,000 bottles daily. By 1952 the 
fixed assets had risen to more than $24,- 
000,000 and the earned surplus to more 
than $20,000,000. 

The man who trained as a chartered 
accountant and brought to the company 
new aptitudes and a new point of view 
— Hartland deM. Molson — is now its 
president. Various other members of 
this family hold senior positions, and in 
1949 David Molson, first member of the 
sixth Canadian Molson generation, went 
to work in the brewery as an apprentice. 

The book is interestingly illustrated 
with photographs of members of the 
Molson family and their properties both 
past and present. 

R. E. 
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